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FOREWORD

Traditionally vocational education has been geared primarily
to preparing students for employmentto prepc7ing employees.
Yet there is another career path available; students can learn
how to set up and manage their own businesses. They can become
entr,:rueurs.

Vocational education, by its very nature, is well suited to
developing entrepreneurs. It is important that entrepreneurship
education be developed and incorporated as a distinct but integral
part of all vocational education program areas. A Program for
Acquiring Competence in Entrepreneurship (PACE) represents a way
to initiate further action in this direction.

The strength behind these instructional units is the interest
and involvement of vocational educators and successful entrepreneurs
in the state of Ohio and across the nation. Special recognition is
extended to the project staff: Lorraine T. Furtado, Project Director
and Lee Kopp, Program Associate. Appreciation is also expressed to
the many who reviewed and revised the drafts of the units: Ferman
Moody, Hannah Eisner, and Sandra Gurvis. We owe a special thanks to
those consultants who contributed to the content of this publication:
Carol Lee Bodeen, Louis C. Gross, Douglass Cuikema, Peter G. Haines,
Philip S. Manthey, Charles S. McDowell, Mary E. McKnight, Steven R.
Miller, Barbara S. Riley, Barbara A. Rupp, Ruth Ann Snyder, Robert L.
Suttle, Florence M. Wellman and Roy H. Young.

Robert E. Taylor
Executive Director
The National Center for

Research in Vocational Education



HOW TO USE PACE

A Program for Acquiring Competence in Ent epreneurship
(PACE) is a curriculum responsive to the ned for instruction
in entrepreneurship. It is primarily for costsecondary level,
including four year colleges and adult education, but it can
also be adapted for special groups. PACE is divided into three
parts (1) Getting Ready to Become an Entrepreneur, (2) Becoming
an Entrepreneur (establishing a business), and ) Being an
Entrepreneur (operating a business).

Each of the three parts has a set of instructional units which
relat2 to that topic. Within these units, the material is organized
into three levels of learning: Exposure, Exploration, and Prepara-
tion/Adaptation. These levels of learning progress from simple to
complex concepts.

The levels o learning will unable you to use the PACE
to suit your individual needs. You may find it best to work with
the exposure level of one unit and the exploration level of another.
Or, You may choose to pursue one level throughout the ntire series.
You might also want to work through two or more levels in one unit
before going on to the next unit.

Before beginning a unit, discuss with your instructor what level
or levels of learning in that unit are most appropriate to your goals
and abilities. Read the unit overview and look through the pre/post-
assessments for the three levels to help you in your choice. Also
check the list of definitions you might need to look up or research
for that level.

When you are ready to start, turn to the level you have chosen,
tike the preassessment and identify those irons which you feel need
sp-cial attention in th ao'r. Also loop the learning objectives;

you who jou old able to do by the time you
isle that level of learning.

As you read, you will notice questions in the margins
the substantive content pert;,-,n or el, Use these
to guide your read ftw,.

At -,d each level of learning are activities which help
ou bec(f-le .solved with the content presented in the unit. You and

your instructor can decide on how many activities you should do; you
may want to do several or you many need to do all.

vii



Then, evaluate yoursel Is there any material vou rue,:.

to review before you take tie postassessment? The difference in your
answers on the preioostassessments should show You how much von ha
grown in your knowledge of entrepreneursh

When you and your instructor feel that you have successfulli
completed that level, you are ready to begin another level of learnin
either in the same unit or in another.

viii



OVER I W OF THE UNIT

Numerous o. -nment regulations affect the operations of
small businesses. These government regulations may require the
owner to obtain a certain type of business license, install spec-
ial equipment to control air pollution, disclose the "true rate
of interest" to credit customers, or pay social security tax.

Government regulations exist at the local, state, and
federal levels. The number of rules and regulations affecting
small businesses seems to constantly be increasing and becoming
more compiN The entrepreneur who seeks assistance from an
attorney and n_-accountant in understanding and interpreting
the various laws is wise.

To help you in making decisions about these legal are
this PACE unit acquaints you with the basic vocabulary and con-
cepts concerning government rules and regulations. The unit
discusses government agencies', legislation, licensing regulations,

and tax laws. The " "Annotated List of Rules and Regulations" at the end

of the unit also provides an overview of and reference for government
regulations. The unit will help you to understand what your obligations aro,
how to comply, and where to seek help when problems arise.



As you lead

DEFINITIONS TO t: IOW BEFORE

ough a level you might find some words.

Listed below are several business terms used in each level. Know-

ing these,before you begin might help you to better understand tnat

level.

EXPOSURE

license

monopolies

TION

license

fair trade laws

exclusive agreements

depreciation

warranty

exclusive agreements

antitrust

trademark

retainer fee

exemption

excise tax

withholding

antitrust

remit

price discrimination

The following legal responsibilities are listed in the Exploration level.

You might want to look up some of these terms, should they refer to one

or more anticipated responsibilities.

xi
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ertising ccpy

packaging
Agents and brokers
Antitrust matters
Arbitration - role

in disputes
Bankruptc7
Board of Direct
Brand names
Buying and selling -

teinis and conditions

Cheeks forgeries,
frauds

Contracts and
agreements

Competitors stealing
employees

Corporate fort.:_

Employer and
employee
responsibili

(SBA, 1968. Nana =in

v.__Aaopoly

securities

merger

audit

vment
e-ments

se.s

Government -
federal, stata,
and local

Insurance cgotracts
Interstate

transportation

Inventions
Labelinz
Licenses
1ergers
Misrepresentation
Multiple
corperions

Negligence
Negotiable

instruments
Order acknowle

and confirmation

refit

PREPARATION kPTAI

{ii

sharing
RecorJs,

ht pen signs

der and libel
Stock options
Stock voting
Stockholders
Taxes
Tie-in s= es
Trade secrets
Trademarks

verbal a, _ements
Wills
Worker's

comper -a inu

Zoning g

affir a action

oxcise tax

intrastate

inters

remit
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PATH OF STUDY

PART I-- GETTING-READY TO BECOME AN ENTREPRENEUR
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Unit I B

Unit I C

PART II-- BECOMING AN ENTREPRENEUR

Unit II A

Unit II B

Unit II C

YOU ARE HERE Unit II D-- Government Regulati ns and
Small Business

Unit II E

Unit II F

Unit II G

PART III-- BEING AN ENTREPRENEUR

Unit III A

Unit III B

Unit III C

Unit III D

Unit III E

Unit III F

Unit III G

Unit III H



14



EXPOSURE

:PREASSESSMENT

PART II, UNIT D

GOVERNMENT REGULATIONS

AND SMALL BUSINESS

Here are some questions that test for knowledge of the con-

. tents of this level. If you are very familiar with the info:

tion needed to answer them, perhaps you should go to another level

or unit -- check with your instructor. Otherwise, jot down your

answers. After you've read through this level, take the postassess-

ment at the end of the "Exposure Activities" section and measure

what you've -learned.

1. It has often been said that small business owners feel

that federal regulations are more of a burden than an

aid to their firm's 'operations. Do you agree or. dis-

Agree? Why.

2. What are licenses and permits?

3. What are the federal laws aimed at protecting each

the following groups: employees, competition, and

consumers.

What -federal taxes-are entrepreneurs required to pay?

What state taxes are small businesses likely to pay?'

1



TEACHING/LEARNING OBJECTIVES

Upon completion

should be able to

1. Discuss the importance of government rules

and regulations to small business.

2. Define licenses and permits.

3. Classify legislation according to whom it is

designed to protect, and

4. Discuss at least three types of state and

Part II, Unit D
Government Regulations
and Small Business

his level of instruction, you

local taxes.



Part

Cover 'lotions

and S. ,loess

SUBSTANTIVE INFORMATION

GOVERNMENT REGULATIONS

You will not be ready to start your business until.

you have considered the rules and regulations your busi-

ness will have to follow. For instance, you must become

generally familiar with the kinds of taxes, employee and

consumer protection regulations, and measures to guaran-

tee fair competition among business operations. What

laws and regulations will affect your firm To what

taxes will your business be subject? Are there other

special requirements which pertain. to your particular

line of business.

7



WHAT IMPACT DO

GOVERNMENT RULES

AND REGULATIONS

HAVE ON SMALL

BUSINESS?

Part

Governmel
and Small

Impact on Small Business

A recent article by Harlow Unger in The Enquirer

Magazine spoke of the turd n government -egulaions

have on small and largo firms.

After nearly 25 yews, Sam Ra off has decided to
call it quits. 'He's shutting his New York City

butcher shop. he's not running from the
burgleM who twice robbed him at gunpoint last
year--or the -shoplifters who sometimes walk off
with five or ten dollars' worth of canned goods
in a single day. "It aiW.t the hoods," he%explained.

"It's the government. I. spend so. ipuch time filling

out forms and showing'inspectors around the shop
that I don't have no time to run my business. I

spent two weeks filling out tax forms this year.
I can't affcrd a thousand gellars for a CPA."

infOrtun, for in New Ter. And

that only increased the .il of tax forms he had

t,,, f%:i-1 out this year. New Jersey residents paid
two state income taxes from tP8--an unearned in-
come tax for the 11:1,0 six me,ths and a gross in-

come tax for the socon half.

In Sam had to pay--and fill out forms

for-- Net:, York Soate nonresident income tax,
New York City non-resident .income tax, federal in-

ome ta.r (including Schedule C for sole,proprietor-
ahip43), W-2 forms fc;: New York City, ,.New York State
arrlyedere governmen:- taxes withheld from his

-Tstant'saZary, federal unemployment insura
rt /play e 27,1qsion R 7gef t plan. declaration of

n-ztd t
f ..ncome lax for 1977 and declare-

if ee'-'/,al.r ,Joreey gross income toe':

h- =r to

om h

,al taxes and forms he
i'arter - -four times a year--

out for - -and pay--New York

:J. New York State sales taxes, New York City

1 -Ming New York State withholding taxes,
feral wf-thkolding'taxes, Social Security taxes,

let York City commercial rent and, occupancy tax,

4

_as



Part II, Unit D
Government Regulations
and Small Business

New York State unemployment insurance and
federal disability bene 'tits insurance,

(The Cincinnati inquirer, November 20, 1977, p, 55).

Federal and state laws prohibit and restrict certain

business practices. Whatever your business, you should

check With local, state and, if you expect to engage in

interstate activities, wit federal authorities regarding

laws covering your operations.

Pose of Leais_lation

WHY HAVE Even though government laws may be burdensome to the

LEGISLATION? entrepreneur, they exist to protect everyone involved in

business transactions. You may often think that the

time you Spend lining out forms and keeping abreast of

legislation concerning your firm could be better us in

developing your business. However, every:business depends

on a healthy society for its success, and attempts by the

government to protect the interests of all Citizens

ultimately work to your advantage. In addition to pro-

tecting the interest of consumers, legislation also

protects the entrepreneurs against such pitfalls as
1

unfair competition.



Part II, Unit D
Government Regulations

and Small Business

Source of Regulations

WHO MAKES THE Regulations concerning the operation of small businesses

REGULATIONS? are made on the federal, state, county, and municipal levels.

Federal regulation's apply to businesses throughout the

country in a uniform way. State and local rulings vary

from state to state and from one city to the next.

FEDERAL REGULATIONS CLASSIFIED

VOW CAN FEDERAL Federal regulations can be classified according to whom-

REGULATIONS BE ever they are designed to protect. Federal regulations intend

:USSIFIED? to protect employees, the environment, and consumers. They

also attempt to maintain fair competition among enterprises

and control licensing and permits. For example, a separate

regulatory agency, the Environmental Protection Agency,

:regulates_ those business operations that have an impact

on the nation's air, water and other natural resources.

Many of these regulations are-not universal; that is,

many of them apply to some, but not all, entrepreneurs.

For xample, some businesses (but not all) are regulated

by the federal Food and Drug Administration while others

must comply with laws regulating, the sale of pods or

services' over state boundaries.

glee_ Protection Le islation

'FIAT LEGIS_ ATION Many state and local governments have added their own

ROTECTS WO KERB? provisions to eap12yt2-rcon laws. Thisi legislation

includes:

6



WHAT LAWS.

PROVIDE-

PERSONAL

PROTECTION?

Part II, Unit D
Government Regulations
and Small Business

Occupational Safety and Health Act of 1970 (OSHA)

Fair Labor Standards Act of 1938

Equal Employment Opportunity Act f 1972

Federal Social Security Act of 1935

Federal Civil Rights Act of 1964

National Labor Relations Act
lo

f 1935

The Taft-Hartley Act of 1947

The Labor Management Reporting and Disclosure Act (1959)

Unemployment Compensation Act of 1961.

Personal Protection

The` Occupational Safety and 'Health Act of 1970 (OSHA)

is one of the most meaningful pieces of legislation protect-

ing employees. This act was written to make all employers

responsible for providing a safe and healthful work place.

One out of every eight workers has a work-related illness

or accident each year. OSHA was passed with the intent cif

minimizing such problems.

Many states have adapted the provisions of OSHA and

have even developed legislation of their own to protect

employees. Practically every worker other than domestic

and household workers and miners are covered under this law.

Domestic and household workers .are protected under other

legislation.

7



WHAT LAWS PROTECT

EMPLOYEES AGAINST

DISCRIMINATION?

Part II, Unit D
Government Regulati
and Small Business

The Fair Labor Standards Act. of 1938 is also intended

to protect workerS. This act provides for minimum wages, max-

imum hours, overtime pay, equal pay, record-keeping, and

child labor limitations. The act requires equal pay for

equal work for all employees covered by minimum wage laws.

The law does not prohibit paying different wages if the

wage difference is based on seniority, quantity of work,

quality of work. However, if the job requires the same

skills, efforts and responsibilities, then an employe cal-al/A

pay one employee different wages than another.

In addition to the Fair Labor Standards Act, the.

Walsh-Healy Act of 1936, the Davis-Bacon Act of

1931, and other related acts establish wages, hours, and

working conditions which are applicable to government contras

ors.

The above acts-i_y or may not cover your employees de-

pending On your situation. Specific information' can be ob-

tained from your nearest office of the Wage and Hour and

Public Contracts Division, U. S. Department of Labor.

Protection Against4iscrimination

The Equal Employment Opportunity Act of 1972 requires
,

all businesses Who have federal contracts to take'affirma-

tive action to ensure that employees a ;d applicants for em-

ployment are'treated without regard to sex, race, creed,

color, or national Origin.

8



NEAT LAWS COVER,

EMPLOYEE ECONOMIC went of Health, Education,. and Welfare (HEW) administers the

Part II, Unit D
Government Regulations
and Small Business

Fair employment practices are established by the

Federal Civil Rights Act of 1964 which makes it unlawful, as

a condition of employment, to discriminate on the basis of

race, religion, age, or sex. Also, many states have enacted

fair employment practice laws. In soliciting and selecting

employees, you, as a smal business owner, will be concerned

with maintaining the standards established by such laws.

The National Labor Relations Act of 1935, the Taft-

Hartley Act,of 1947, and the Labor Management Reporting and

Disclosure Act of 1959 are three major federal laws dealing

with settlement of labor disputes. This legislation guaran-

tees the right of employees engaged in interstate commerce

to organize and bargain collectively with their employers or

to refrAin fro- such activities. States also have enacted

la-s-designed to uphold -collective bargaining and to define

unfair labor practices.

Economic protection

The Social Security Administration (SSA) in the Depart-

FORITY? Federal Social Security Act of 1935. The SSA provides

monthly benefits to insured persons and their dependents in

the event of retirement, disability, or death and provides

health insurance (Medicare) to persons sixty-five-and over,

and to some disabled persons under sixty -five. There are



WHAT :LEGISLATION-

REGULATES FAIR

COMPETITION?

Part II, Unit D
Government Regulations
and Small Business

thirteen hundred Social Security offices in the United

States. If there is no office in your community consult

your local post office for the visit schedule.of social

security representatives.

In addition to the Federal Social Security Act, there

are other regulations dealing with economic security for

employees. Legislation for economic securi is designed

1) to minimize losseS an employee might sustain from indus-

trial accidents, occupational diseases, and involuntary

unemployment; 2). tc provide hospital and medi--1 care for

the employee; and 3

after retirement.

The Federal Social Security Act encourages all states

to enact economic security laws and all states have done so.

Protection from income loss from industrial accidents and

occupational diseases comes through worker's compensation

laws. Provisions of these laws vary from state to state

to furnish some income to the employee

so you should consult local sources for information about

them. Involuntary unemplOyment benefits are also required

byboth state and federal legislation.

121iflp11(2131i2z4ng fair Competition

The federal regulations intended to maintain fair corn-

etition among enterprises include such laws as:

10



Part II, 'Unit D
Government Regulations
and Small Business

The Sherman Antitrust Act of 1890

The Clayton Act of 1914

The Robinson-Patman Act of 1936

The Lanham Trademark Act of 1946

These laws were established to encourage competition

by governing sales and services between state boundaries.

States have similar legislation to regulate goods and ser-

vices sold. within state lines.

The most significant federal laws prohibitin the

development of monopolies are the Sherman Antitrust Act of

1890 and the Clayton Act of 1914. These antitrust Acts

*were intended to encourage competition by restricting the

growth of monopolies.

The Sherman Antitrust Act "every contract,

combination...or conspiracy in rest aint of trade or

commerce among the several states...is hereby declared

to be illegal."

The Clayton Aft . as particularly concerned with price

fixing as a means of reducing competition. Similar to the

,Sherman Antitrust Act, this Act made it illegal for persons

or firms to discriminate on prices between, buyers if the

result would decrease competition. The Clayton Act- also

prohibits exclusive dealings.

The Robinson-Patman Act of 1936 was passed to amend and

strengthen the Clayton Act. The purpose. of this Act is to

11



WHAT LEGISLATION

IS DESIGNED TO consumers. These include:

PROTECT CONSUMERS?

Part II, Unit D
Government Regulations
and Small Business

strengthen fair competition. It provides that like business

purchasers of like goods from the same supplier should pay

the same price. This includes quantity or trade discounts.

The Act equires sellers to establish one base price for all

buyen; and to give the same amount of quantity and trade

discounts to all buyers.

The Lanham Trademark Act of 1946 provides

tration and protection of trademarks used in commerce and

implements he provisions of certain international con-

vent ions.

ConsumerProte tion I.ei islation

There are federal laws that are aimed at protecting.

WHAT ARE THE

CREDIT PRO-

TECTION LAWS? of.1969 is commonly called the "Truth -in -Lending Act If

you extend credit to your customers, you will be affected

The Federal Equal Credit Opportunity Act of 1974

The Fair Credit Billing Act of 1975

The Fair Credit Reporting Act of 1970

The Consumer Credit Protection Act of 1969

Federal Food and Drug and Cosmetic Act of 1938

Fair Packaging and Labeling Act of 1966

Textile Fiber)Products Identification Act of 1958

Credit Protection Legislation

Recent legislation-has provided additional credit

protection to customers. The Consumer Credit Protection Act

12



Part IT, Unit D
Government Re3u1stions
and Small Business

by this law. This law is intended to assure a meaningful

disclosure of credit terms. It requires that lenders provide

debtors with meaningful disclosures of credit terms so that

the consumer will know exactly what credit will cost, hus

enabling the consumer to readily compare various crAit terms

available. The law also provides that lender tell the truth

when loaning money or exten( ng cr( and disclose their

credit terms and Interest costs in oresc,ribcd rd

ternInology.

Jiti amendment to the Act limits the liability the

sumer (buyer) has for unauthorized credit card use to fi

dollars on cards issued on or before January 25, 197L

-liability on cards is issued after that time unless the credit

card issuer takes several steps such as: notifying the card

holder of limited liability; providing a postagefree means

of notification of loss; and providing a means of identifica

tion such as signature, thumb print, or photograph of the

consumer.

The Equal Credit Opportunity Act of 1975 is designed to

ensure that consumers are not denied credit for reasons of

- sex, marital status, age, race, religion, or national origin.

The Fair Credit Billing Act of 1975 was passed to provide

consumers with an opportunity to dispute errors in billing

statements and to require creditors to make an effort to

correct such errors.

13



Fart II, Unit U
Government Regulations
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The Fair Credit Rep ,i Act (October 26, 1970) is

designed to ensure at a con-- me: s credit report will

taro only accurate, relevant, and recent information and will

be confidential unless requested for an appropriate reason by

the proper party.

Laws Concernin Products

WHAT LAWS PROTECT The Food and Drug Administration (FDA) is a federal

CONSUMERS FROM government unit within the Department of Health, Education,

HAZARDOUS PRODUCTS? and Welfare (HEW) which rrotects consumers by enforcing law:by

and regulations to prevent distribution of adulterated or

misbranded foods, drugs, medical devices, cosmetics, and

veterinary products.

The Pure Food and Drug Act of 1906 forbids "adulteration

and misbranding" of foods and drugs sold in interstate com-

merce. The Federal Food, Drug, and Cosmetic Act of 1938

added cosmetic and therapeutic device 0 the FDA's juris-

diction. The legislation also revised the definition of

misbranded foods. The definition of improper labeling mater-

ial was broadened to inch_ae any "false and misleading" label.

ARE THERE OTHER

LAWS DESIGNED TO

PROTECT THE

CONSUMER?

Addittional Consumer Protection legislation

The Fair Packaging and Labelization Act of 1966 intends

to prevent unfair or deceptive packaging or labeling of cer-

tain consumer, goods,

14



WHAT LEGISLATION

PROTECTS THE

ENVIRONMENT?
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"Truth-in-fabrics" legislation has also been enacted

for consumer protection. The Textile Fiber Products Identi-

fication Act of 1958 requires informative labeling and adver-

tising of textile fiber products. Retailers or wholesalers

who sell or advertise textile products share with manu-

facturer the responsibility for seeing that the fiber con-

tent of goods' is'properly labeled and advertised. For example,

this federal legislation applies to persons advertising

clothing or household fabric products in newspapers having

interstate commerce, regardless of whether or not goods are

actually marketed across state lines. Therefore, the vast

majority of retailers handling textiles have definite respon-

sibilities under this labeling law.

Laws Protectin= the Environment

In recent years, concern about protecting the environ-

ment has increased.' Ways and means are sought to deereae

pollution of air, water, and other parts of the environment.

Various branches of government--local, state, and federal--

have passed regulations designed to help protect the environ-

ment On the,national level, the Environmental Protection

Agency (EPA) has been established. You should determine

which pollution laws and regulation, if any, apply to t (14

type of business you plan to open. Good starting points for

gathering this information are the trade associations for

your line of business and the offices of the various branches

15
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ense or permit is an authorization,

permission, to operate a business. Certain type;- of buinesses

are commonly "licensed." Business owners must meet certain re-

quirements before a license or permit is issued, -Payment of an

annual fee is usually required to obtain a license. You also may

be asked CO COMpleE a written app L =o n

The fede -1 government licenses certain industries.

Federal licenses are required for television and radio Stations,

air transporters and other, specific businesses.

In general, state, county and municipal governments issue

licenses and permits to most business operations. Rusin

which.are usually required to obtain a state or local license

are pharmacies, real estate brokerages, beauty salons, bar-

bers, building contractors and CPA (Certified Public Accoun-

tant) accounting firms. This list is not complete. In some

states, many other types of businesses are required to have

licenses.

Do you know what licenses and permits are required for

the business you are considering opening? Check federal

gislation, if applicable. Since license and permit require-

ments vary from state to state and from one city to the next,

you will need to check your county or municipal courthouse to

determine what is required by law.

16
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TAX LEGISLATION

WHO MUST Without exception, all businesses must comply with tax

PAY TAXES?

WHAT TYPES OF

BUSINESS TAXES

ARE THERE?

laws. ",-nr business, regardless of the type of product or

service you sell or when and how you sell it, will be sub-

ject to federal, state, and local taxes.

Almost every phase of a business is affected by taxes.

Taxes must be paid on employes, inventory, capital gains,

and gross sales. There are many different types of business

taxes and keeping good recor is the key to effective tax

management. In Managing for Profits, an SBA publication,

Harvey Krentzman lists these kinds of business taxes:

TYPES OF BUSINESS TAXES

Federal Individual income taxes
Corporate income taxes
Excise taxes -- manufacturers, retailers
Employment taxes
Social security taxes
Death taxes
Stamp taxes
Occupational taxes
Customs

State (specific Individual me taxes
tares vary in Corporate income taxes
each state) Gross receipts and sales taxes

Business real and personal property taxes
Capital stock taxes
Business automobile and truck licenses,

inspection taxes
Death taxes
Foreign-state usz. e_ -taxes

Worker's compensation insurance )rem
Incorporation fees
Employment taxes

17
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FEDERAL TAXES?

In= *-,_4o:1

Sale taxes
City, school distri

personal pr tu

,73usiness rea,

FederalTaxes

1_1
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ong the federal taxes for which you may lia_ are

social security taxes, individual income, and, if _ your busi-

ness is incorporated, the corporate income ta: Social secur-

ity taxes are shared by you, as employer, and your employees.

From your employees'

the old-age, survivor

you must deduct their share of

hospital, and medicare insurance

taxes. You must also withhold an amount from their wages

for payment of their individual federal income tax, nd,

where required, state and local income taxes. The law re-

quires that every entrepreneur with one or more employees

withhold'federal income taxes from the salaries paid the

employee_ payment of these withholdings to the taxing

agency involved must be made by certain deadlines or

the entrepreneur is subject to a penalty.

If you are an employee of your own corporation, the

withholding provisions of the social security and individual

income taxes apply to you, too. As ao employer, you must

pay your own income tax in addition to being liable for with-

holding taxes from each employee's salary. Under the

18
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Self-Employed Individual Tax Retirement Act, you are also

allowed an income tax deduction if you set up retirement

plans for yourself and employees.

If you are a sole proprietor or partner, your personal

to payments iii /- be prepared and kcap

quarterly basis, You should contact your local nal

Revenue Service (IRS) office for other Liformation about

-lour federal tax obligations. One good booklet to have on

this subject is the Tax Guide for Small business prepa ed

by the IRS.

State and Local Taxes

You may have other state and local tax responsibilities.

The more common types of state taxes are income, property,

sales, and unemployment compensation taxes and occupational or

business licenses, Information concerning state and local

taxes and fees which apply to your particular business can

be obtained from state and municipal government offices.

Use the checklist on the following page to obtain infor-

mation on the various kinds of taxes for which you will be

responsible.

OBTAINING LEGAL ASSISTANCE

As you can see, there are many laws with which ent---

preneurs must. comply. Government regulations, intended

combat social and economic problems in our society, often

become burdensome for he small business. The increasing

19
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WORKSHEET FOR NFETINO TAX OBLIGATICii5

This worksheet is designed to heqp zjou manage :joar firr-lre tax

You gaywant your accountant or bookke,cper to prel:. u cdn

use it as a reminder in preparing for and '.-aping t; !arieuo tax(7. rok
your local government's tax office to determine whic taxed :,our fi f-e

gated to pay.

Kind of _Tax

FEDERAL TAXES

r;',777,111e0 Incc7= '777'

and Social Security
Tax

Excise Tax

Owner-Manager
and/or corporation's
income tax

Unemployment Tax

STATE TAXES

Unemployment Taxes

Income Taxes

Sales Taxes

Franchise Tax

Other

LOCAL TAXES

Sales Tax

Real Estate Tax

liersonal Property

Tax

Licenses (retail
vending machine, etc.

Other

Due Date Amount Duo Pay

W2-iTing

5Jeps in Meeting Your Tax Obligation

A4minist .ion.)

Small Marketers Aid No. 142, Small F -iness



Part I, Unit D
Government Regulations
and Smell Business

number of laws and regulations directly affecting businesses

and the various interpretations being made byy the courts com-

plicate the entire topic of business law, especially for

the small entrepreneur.

Since, in most instances, these laws are highly complex,

obtaining -legal counsel is wise. You can locate a cam-

Pe nt lawyer through your bank, accountant, other entre-

nranenrs, and the state county Assccia

often operates lawyer referral services.

Many small businesses find it advantageous to hire an

attorney on a retainer basis. If you operate the type

business in which legal questions arise rather frequently,

this may be the most economical means of obtaining legal

Assistance. Hiring the lawyer as a retainer enables the at-

torney to become more familiar with your business and there-7

fore better able to understand your company's legal problems.
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EXPOSURE ACTIVITIES

As you have read, becoming familiar with government

regulations is a very important responsibility of every

entrepreneur. Now that you have learned some basic facts

regarding government regulations, try these acti°aiCi

They will help you become more knowle

government regulations.

bl :n:

AS3ESSMENT ONE

1. Ask a local business owner to meet with your group to

discuss how federal, state, and local rules and regu-

lations affect the firm's operations.

Check with local government offices t t handle busi-ha

ss permits and licenses. Find out which types

businesses are required to have licenses and permits.

In addition, find out if there are any circumstances

t require licensing of the busine3s owner.

3. vernment rules and regulations can be classified

according to whom they are intended to protect. If

this classification system is used, who are the major

groups being protected? Discuss each group.

4. Do you believe you will need legal assistance to

comply with the rules and regulations that apply

to the type of business you want to operate? Why?

Explain in detail.
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POSTASSESSMENT

1. "Many small business owners believe that federal

lations are more of a burden to their firms" operations

than a help for their firms." Respond to this statement.

blieve Why?

Define censes and

Describe two federal laws aimed at protecting each _f the

following erouns: employees, competitors, and

consumers.

4. Describe two federal taxes that most entrepreneurs are

required to pay.

5. Identify and describe three state and local taxes y

business would probably be required to pay.

Compare your answers to your responses to the preassess-

ment. You may want to check your postassessment answers

with your instructor

SELF-EVALUATION

How well did you know the

the activities?

ntor

) Very well

) Fairly well

) A little.

honest with yourself. T'

ion needed to do

! feel you dc-I't know

the material well enough, it might be helpful to review

this section before going on.



EXPLORATION



EXPLORATION

Here are some question= that test

PART II, UNIT D
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AND SMALL BUSINESS

of this level. If you are very familiar with the infc rmation needed

to answer them, perhaps you should go to another level or unit --

check with your instructor. Otherwise, jot down your answers.

you've read through this level, take the postassessment at the end of

the " "Exploration Activities" section and measure what You've learned.

1. In what areas do you have legal obligations?

2. What federal agencies issue licenses? What businesses

they license?

What rtajot federal laws protect competition among businesses?

4. Discuss the Magnwien-Moss Warranty-Act.

5. How can a business owner manage federal, state, and local

taxes?

25
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TEACH LEARNING OBJECTIVES

Upon completion of this level of instruction, you

should be able to:

1. Identify and d,cribe at least five potential

areas in which legal problems may arise for

11 business owners.

Identify two federal agencies which license

)businesses.

Identify and discuss in detail at least three

federal rules and regulations that protect

fair competition in our economy.

4. Define and discuss in detail each of these

laws:

a. MagnusenMoss Warranty Act of 1975

b. Occupational Safety and Health Act of 1970

c. Equal Employment Opp3rtunity of 1972

d. Equal Pay Act of 1961

5. Explain the dual roles a business owner assumes

in managing taxes at the federal, state and local

levels.



SUBSTANTIVE INFORMATION.

ORTANCE OF UNDERSTANDING RULES D REGULATIONS.

MPACT DO RULES Most business restrictions were originally designed as

AND REGULATIONS protective devices for our economic system and its people. As

_RAVE ON BUSINESS? the business .world grew, so dLd the laws. In our society to

day, rules and .regulations ate undergoing continuous revision;

economic:growth and complexity has also necessitated the

establishment of new laws. These laws function to ensure

a healthy society and hence a healthy business atmosphere.

Today's entrepreneur often feels overwhelmed by these

protective laws. However, some basic understanding of their

purposes is important. Your enterprise will be in a better

position to comply with appropriate laws if you-include plans

to learn about applicable rules, regulations and records in

your overall business plans. Awareness of the regulations

with which your business must comply will enable you to

establish how you can better assume your individual responsi-

Part II, Unit D
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IN WHAT AREAS

DO LEGAL DUTIES

EXIST?

bility as an_antreOreneur. As you earn more about government

rules and regulations, you may discover that certain types of

records will be very important for your firm. It will be your

responsibility to be sure your firm does in fact comply with

the appropriate federal, state, and local regulations.

Potential Legal Responsibilities

Every business has legal obligations. These duties range

4

from paying taxes to obtaining patents for product. It is
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(Itpossible, nor is it probably wise, for a business owner

to handle all legal matters without some p ofessional assist-

ance. As an entrepreneur, you should probably be in touch

with an attorney to identify the areas that may affect your

type of business. However, being at least familiar with

potential legal responsibilities is helpful. Below is a list

of legal responsibilities and obligations.

Acq-Asitions
Advertising - copy
packaging

Agents and brokers
Antitrust matters
Arbitration -'role

in disputes
Bankruptcy
Board of directors
Brand names
Buying and

selling - terms
and conditions'

Checks - forgeries,
frauds

Contracts and
agreements

Competitors steal-
ing employees

Corporate form
Employer and

employee
responsibilities

Employment agreements
Franchises
(Managing for Pro
SBA, 1968.)

Government-
federal, state,
and local

Insurance contracts
Interstate

transportation
Inventions
Labeling
Licenses
Mergers
Misrepresentation
Multiple

corporations
Negligence
Negotiable

instruments
Order acknowledg-
ment and
confirmation

Patents
Permits
Price discrimination
Product liability
Profit sharing
Records, legal
Retirement pensions

Slander and libel
Stock options
Stockholder
voting rights

Stockholders
Taxes
Tie-in Sales
Trade SecretS
Trademarks
Unfair competition
Verbal agreements
Wills
Worker's compen-

sation
Zoning



HOW CAN RULES

AND REGULATIONS

BE CLASSIFIED?

ARE THERE

FEDERAL

10ENSES? is an example of a federal agency with licensing power. The

FCC licenses radio and television stations. If you wish to

operate a radio or television station, the FCC will assign

your station a frequency or channel.

The Civil Aeronautics Board (CAB) is another federal

licensing agency. It licenses charter, passenger, and

freight airlines. Individuals who qualify to operate private

aircraft must also obtain a license from CAB. However, for

intrastate commerce, individual state Public Utilities Com-

missions' (PUCs) issue licenses to airlines operating only

within the state boundaries.

Federal permits or licenses are issued by other govern-

ment agencies. For example, any enterprise using government

Part II, Unit D
Government Regulations
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CLASSIFICATIONS RULES AND REGULATIONS

Regulations primarily cover four area (1) commerce,

(2) competition, (3) public health and safety, and (4) labor.

Commerce Regulations

The federal government regulates interstate commerce

(among states). State government regulates intrastate com-

merce (within a ate's boundaries). The two federal agen-

cies that regulate commerce are the interstate Commerce Com-

mission (ICC) and the Civil Aeronautics Board (CAB).

Federal Licensing.

Some types of businesses are "licensed" by the federal

government. The Federal Communications CoMmission (FCC)
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property involved in the preparation of meat products (such

as sausages and tot dogs) or involved in the production of

drug products must obtain the required federal licenses.

If you plan to hire employees, you must obtain an -

p eye _.$ocial Security identification number through the

Internal Revenue Sethice. This number is really a type of

"license."

State Licensing

PRAT ABOUT STATE Many states, counties, and municipal governments issue

LICENSING? licenses and permits to various types of businesses. These

requirements vary from state to state and from one city to

the next.

States that have sales and use taxes usually require

entrepreneurs to obtain a special license or permit. This

license allows the entrepreneur to give the permit number when

purchasing goods for resale in lieu of paying sales tax.

Since the sales tax is a consumer tax, the entrepreneur is r--

quired to collect the tax when selling merchandise to con-

sumers. Periodically,- the entrepreneur must remit the taxes

collected.

Some states require that cemetery brokers, dry cleaners,

and collection-agencies obtain special licenses before they

open. In most states, enterprises that sell liquor must be

licensed. To obtain These licenses, the applicant must file

an application with the appropriate state, county, or city agency.

30
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Every enterprise must also conform to local zoning laws,

comply with building codes, and meet standards set by local

health, fire, and police departments.

Laws Regulating Competition

ARE THERE LAWS Competition is the cornerstone of the American business

DESIGNED TO system, the free enterprise economy. Over the years, anti-

REGEATE FAIR trust laws have been enacted to maintain the conditions nec-

Ca/PETITION? essary for fair competition. Other laws prohibit monopoly

(control of price or' production of goods or services). The

Federal Trade Commission (FTC) supervises these laws.

Three of the major federal laws enacted to protect com-

petition among businesses include the Sherman Act (1890),

the Clayton "Act (1914), and the Robinson-Patman Act (1936).

The Sherman Acp was created to prevent businesses re-

aining trade end monopolizing markets. Because of weak-

fro

Lesses in both 'the -4t and its interpretation, the ClaytL Act

was passed. The Clayton Act prohibits price discrimination,

exclusive agreements, and acquisition of the stock of another

company when the effect would tend to lessen competition or

to create a monopoly.

The Robinson-Patman Act prohibits price discrimination

among different purchasers of commodities of like grade and

quality if the effect of such discri ination may subs, ally

lessen competition or tend to create a monopoly. Price dif-

ferentials are legal if they can be justified on the basis of
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cost savings or meeting competition in good faith. The

Act prohibits paying, receiving, accepting anything of

value such as a comuission, brokerage, or other compensation

except for actual services rendered. In addition, it prohibits

furnishing services or facilities at purchase terms not offered

to all purchasers on proportionately equal to

Fair Trade Laws

PRAT ARE Resale price maintenance laws, also called "fair rade

FAIR TRADE laws" have significantly changed in recent years. At one

'LAWS?

price at which dealers within a state were supposed to sell

the firms' products. Many states adopted some form of fair

trade laws. Such laws, passed during the Depression of the

1930's, were originally enacted to prevent large retailers from

selling at such low prices that smaller retailers could not

compete.

In interstate commerce, use of resale price main-

tenance agreements was, facilitated by the Miller-Tydinger

Act of 1937 and the McGuire Act of 3952. However, resale

price maintenance agreements between manufacturers and re-

Balers violate the Sherman Act and are illegal. The Con-

sumer Goods Pricing Act of 1975 prohibits the use of resale

price maintenance laws in -tPrcLate commerce.

state laws permitted manufacturers to set the resale
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Credit Laws

The Truth-in-Lending Act (1968) requires full disclosure

of all finance charges--the amount of money paid to obtain

credit-on consumer credit agreements and in advertisements

Of credit plans. The law is primarily designed to allow con-

sumers to be better informed about their credit purchases by

letting them know exactly what the charge for the .use of credit

is. This way, comparisons of charges for different credit

sources can be readily made. The Act, therefore, requires

creditors to state finance charges in a uniform ay to all

customers. Customers must also be informed of the annual per-

centage rate, which provides a way of comparing credit costs

regardless of the dollar amount of their costs or the length

of time over which payments are made. Both the finance charge

and the annual percentage rate must be displayed prominently

on the forts and statements used by a creditor.

The Truth -in- Lending -Act also protects the consu

against unauthorized credit card use. Should a credit card

be lost stolen, the maximum amount Paid by the credit

card holder for charges made by someone else is fifty dollars.

In order for the card issuer to hold the credit card holder

responsible for even the fifty dollar limit, the unauthorized

use must have occurred before the card holder notified the

card issuer of loss or theft. The card holder is not liable

( for any unauthorized use after notification to the card issuer.



WHAT LAWS PROTECT

CONSUMERS?
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If you are considering offering credit to your customers,

you probably should request the free pamphlet, "What You

Ought to Know About Truth-In-Lending," from any Federal Re-

serve Bank or from the Board of Governors of the Federal Re-

serve Systemi:Washington, D.C. 20551.

More recently, there have been federal and state laws

that deal with equity in establishing and maintaining credit.

The Fair Credit Billing Act (1974) is designed to provide

the consumer with an opportunity to dispute errors in billing

statements and to require creditors to make an effort to correct

such err . Your credit customers will have received pro-

! eedures from creditors on howT6 correct errors. The Federal

I
Equal Credit Opportunity Act of 1974 prohibits credit dis-

crimination on the basis of race, color, religion, national

origin, sex, marital status, age (providing that the person has

the ability to enter into binding contract); because all

or part of person's income ccmes from a public assistance

progra or because a person has acted on their rights under

the Federal Consumer Credit Protection Act. The former Act Ilso

gives married persons the right to have credit information

included in credit reports in the name of both the wife and

the husband if both use or are responsible for the account.

Consumer_ Legislation

'Recentlythere has been increased interest in consumer

legislation, based on consumer demand for more protection.
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result has been the enactment of federal regulations on

warranties. The Magnusen-Moss Warranty - Federal Trade

Commission Improvement Act of 1975 sets standards for those

manufacturers who offer warranties.

The Magnusen-Moss Warranty Act and the follow-up Federal

Trade Commission (FTC) rules have had a great effect on both

manufacturers and retailers. Business people who sell consumer

products that are priced above fifteen dollars must conformto

the provisions of the Act and the FTC rules if written warran-

ties are offered. The FTC rules regulating the Magnusen-Moss

Warranty Act are outlined in "The New FTC Disclosure of Written

Consumer Product Warranty Terms and Conditions," available froM

the FTC. The basic provisions of warranties, as explained in

these rules and in the, Act, generally require the warrantor to

disclose information "in simple and readily understandable

language." The information should include (1) what the warranty

covers, (2) what the warranty excludes, (3) what the warrantor

Will do if the product should faiL and (4) step-by-step instruc-

tions the purchaser must follow to get the warranty honored.

Consumer Protection Agencies

WHAT IS THE An iiportant agency regulating commerce is the Federal

FEDERAL TRADE. Trade Cown..ssion (FTC), an independent law enforcement agency.

COMUSSION? By enforcing antitrust laws and other statutes, The FTC tries



HAS THERE BEN AN

INCREASE IN LAWS

PROTECTING PUBLIC

HEALTH AND SAFETY?
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to establish and maintain fair competition in U.S.

markets. The FTC's enforcemen of antitrust laws centers

on curbing deceptive advertising, packaging, and labeling;

assuring truthful labels on wood, and textile products;

and guarnnteeing proper disclosure in credit transactions.

The FTC carries out its duties by monitoring tele-

vision and printed advertising to locate ssible deception

and fraud; (2) investigating complaints of false advertising,

oral misrepresentation, misbranding, restraint of trades and

unfair business practices; ( ) establishing and circulating

guidelines designed to promote voluntary compliance with the

law through improved business practices; (4) conducting

economic studies of anticompetitive practices that are

uncovered.

You may also find that your state has additional laws

and agencies \regulating consumer or trade credit. If

your stata does not have 'a Consumer Protection Bureau which

deals with these legislations, you might check with the

State Attorney General's Office.

Public Health and Safety Laws

This legislation is designed to keep the general public

healthy. The Federal Food and Drug Administration is an

agency with the primary responsibility of seeing that purchased

food, drugs, and cosmetics are safe. if consumed. Recent

emphasis on environmental laws also relate to maintal.aing an
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TECTION LAWS?
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environment that is healthy and,safe.

Consumer protection legislation has had tremendous growth

since the mid!-1950s. The Textile Fiber Products Identification

Act (1958) was designed to guard producers and consumers against

Misbranding and false advertising of fiber content of textile

fiber products. The Fair Packaging am_ I ,:ling Act G: 1900

declared that unfair or decepti.-_ packaging or labeling of

certain consumer commodities was illegal.

Laws to protect consumers are based on the belief that

'consumers do not have the time or the knowledge to evaluate

all products and services they purchase. Such law= qieret

primarily deal with product safety and u J:losure of

_ion. For example, the Pure Fooc d: irug Ac 19(

hibitE adulteration and misbranding of foods and drugs sold

in interstate commerce. The Food, Drug, and Cosmetic Act

(1938) prohibixs the adulteration and sale of foods, drugs,

cosmetics, or therapeutic devices that may endanger public

health. The Act of 1938 allows the Food and Drug*Adminis-

tration to set minimum standards and to establish guides for

food products.

lorker P otection Re ulations

These laws protect workers from unfair wage practices

and unsafe working environments. The Fair Labor Standards

Act, which regulates minimum wages, is a good example of a

law designed to protect workers. By 1981, employers will be

required to pay at least $3,35 an hour.
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Occupational Safety and Health Administration

WH4T IS OSHA? Certain laws are designed to protect Y../orker health

and safety. One law that has had major ,impact on all types

of businesses is the Occupational Safety and Health Act

of 1970. This Act compels employers to provide their

employees with safe and healthy places ork, as well as

to follow a certain standard of safety and,health procedures

that protect the workers.

The Act also created the Occupational Safety and

Health Administration (OSHA). OSHA has appointed,investi-

gators who have the authority to enter and inspect a business

without any notice to the owner. OSHA issues citations and

sometimes penalties if violations are found. If business

does not respond and correct the cited violations, the

business can be fined as much as $1,000 per violation and

can face possible criminal prosecution. Employees can report

unsafe conditions and practices to OSHA.

Many small business owners have voiced concern about

OSHA. These owners, some of whom consider the law a

necessity, note that their heavy workloads leave little

time to comply wit e more regulation. That can a small

business person do to ease the burden? Below are some steps

that you, as a small business person, can take to meet OSHA

requirements and yet not make the task overwhelming.

First of all, you should make certain that all employees
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are acquainted ith OSHA and the company's safety regula-

tions. This is especially important once safety hazards

have been identified and corrected. The required poster,

"Safety and Health Protection on the Job," must be posted

at the workplace. It informs employees of their rights and

responsibilities. Regulations should also be posted.

Second, if you have more than ten employees, you

must also keep the following three forms up to date:

1. OSHA form 100 -, A log of occupational injuries
and illnesses

2. OSHA form 101 -- Supplemental record of each injury
or illness

3. OSHA form 102 Annual summary. This form must be

posted for employee review for at least

a one-month period, starting February 1

of each year.

Maintaining these forms is usually all the recordkeeping

required of the business owner. However, if there is a

fatality or an accident that results in the hospitalization

of five or more employees, it must be reported to the nearest

OSHA office. (Adapted from Journal of_Small Business

Management, October 1977, pp. 6-7.)

Third, the small business owner must become acquainted

with OSHA standards addition to learning how to perform

a workplace inspection. You will find several sources of

information helpful, including "OSHA Standards for General
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Industry," available from the Col--ercial Clearing House, Chicagn,

Illinois, and the publications listed in "Sources to Consult

Further iniormation," of this unit. You may also request an int,,r-

mal visit to your business by OSHA inspectors who will assist

you in verifying compliance. Requested visits wih not re-

sult in citations. However, you should develop a checklist

for periodic safety inspections to insure your workplace is

kept safe and healthful at all times.

He 1121.alion of Employment Practices

In recent years, many laws have been issued to

insure equal employment opportunity.

The first major piece of legislation in this
area was the IlEalLyAct of 1963, which re-
quired all employers subject to the Mir
Standards Act to provide equal pay for men

and women performing similar work. In 796°,

the Civil Rig;.ts Act was passed, and one of
its major provisions was Title VII. This
prohibits discrimination because of race,
color, religion, sex, or national origin in
all employment practices, including hiring,
firing, promotion, compensation and other
terms, privileges, and conditions of employ-
ment. The next major statute was the
Discrimination in Employment Act of 1967
which prohibits employers of 25 or more

persons from discriminating against persons

40 to 65 in any area of employment because
of age.

In 1972, the Equal Employment tyni,Lir
which amended the Civil Rights Act of 1964, was

passed. This act'greatly strengthened the powers
and expanded the jurisdicti ©n of the Equal
Employment Opportunity Commission (EE0C), the
agency that enforces this law. As amended,

Title ITT now covers : (1) all private employers

of 45 or more persons, (2) all public and nrivat,
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educational institutions, (3) state and local.
governments, .(4) public and private employment
agencies, (5) .Zabor unions with 15 or more
members, and (6) joint labor-management coff(mits.
in appre-i3eship and training.

The par
A=7t mec

However,
to court to

-f the Equal Employment pporunity
c"' greater role for the EEOC. PI,Zor

_(.7 was primarily a rece

of job discrimination complaints.
s now authorized to go direatZ:i

jL2 the taw if oonollla:.

not eliminai :he discrimination. In addition,

the 1972 Act also provides that charges may be
filed by organizations on behalf of individuals
suffering discrimination. Employees and job
applicants had already been given the right to
go to court to sue employers direct7:j fan a77, 2,d

discrimination actions. (Journal of Small Business
anagement, October 1977, pp. 1-2.)

Worker's Compensation

Worker's Compensation provides benefits for injured

workers or their dependents regardless of who is at fault.

If a worker .,
killed or injured en the job, the worker or

the worker's dependents collect according to a schedule

based on the severity of the injury. The worker forfeits

benefits if the injury results from a fight he or she

started, the injury was self-inflicted, or if the worker

was under the inflence of alcohol or drugs.

The employer pays the total cost of worker's compensa-

tion coverage. You, as the employer, are required to have

worker's compensation coverage through state or.private

insurance companies. Requi_ mnts vary from state to state.

Worker's compensation plans are usually administered by a

state department of labor or a special board or c_
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You should check with your state labor office be sure

of the exact rules and regulations which apply to your

business.

TAX LAWS

WHAT _OUT ate. laws will affect any business venture. Valet-0 e,

TAM, they should be considered important f- actors in all business

planning. Taxes affect both lung-term and short -term busi-

ness plans.

The entire topic taxes is technically complex and ever-

changing. You will probably find that you do not have the time

to keep up-to-date on the latest tax egula and court

tax law interpretations at the local, state and federal

levels.

Hiring the services of a good tax adviser, or Certified

Public Accountant will probably be very helpful for you.

Advice from experts in the tax field can keep you from

making costly mistakes and save you moneys in addition to

decreasing the amount of your paperwork.

The owner-manager of a business is liable for paying

many different taxes such as state taxes, federal taxes,

and local taxes. For example:

The average small business Cleveland files

about NO tax-reer7 documents year; it files
corporate income tax once a year, personal-
pvoperty tax twice a year, federal unemployment
tax four times ayear, state tax 12 times a year
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and payroll tax ['f t11:?os

I:17 files franchise taxe,
_

taxes, etato unomplc)!.- taxoo cruel

twayy others.

Paper work 'costs small busines-s a s'aggcrg
e715 bi'Zion to 6,20 billion a year, accor2L-ng tc

reaent report by the Commissio,: on F,:',Jerai

Paperwork, tand much of the .17),atl goremmlt

own ;L30 bil)ion a year pai;erwork bill is

on regulatiog small busInesse. (The Yell

Street Journal, Novemhel7 21, 1977, p. 1.)
Reprinted by permission of The Wall Street_
Journai, 0 Dow Jones & Co., Inc., 1977,
All rights -:eserved=

Each of these taxes affects companies differently. Thc

effect a tax has on a company is very often determined by ie
practices used by that company. The business activities

listed below illustrate how a company's business policies

and practices can affect the taxes paid.

TAX EFFECTS IN UiJIIJE.S TTI IT _

ines= Activiti

_Tri)E, tory

Asset Accrisition

43

Too:x C-t ions

Taxes paid on inventories aro based
on the value Of the inventory. Selec!-

tion of f18001 year-ending to coin-

eide inveafary wIZZ.

nave taxes. Merh7,d of valuing

/o 3/ mill affect inventoru a7,7ants.
Tnventory-reduction programs prior

to assessment dates are effecti,ce In

reduc-'na taxes.

Selection 0;' the best deppou'lation

method to be used oan off rofite.

Eraluatouyof the tax benof t f
;casino n:,-IPared mith ow; iny shoulci

I, e OX712:0. Consider the tax 1)07 -

fito of usin or buying secondhand

Or used eauiz
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Gan iderations

careful evaluation of how many workers
are required will keep layer's

-,contributions to social security
taxes and unemployment taxes at a

minimum. Tax effects o/ wage payment
plans) based on stock options and
deferred payments of wages should be

considered.

Legal form of business can offer
tax advantages which increase profits.
Ma- imizing legitimate tax deductions
should be a major thrust cif financial
planning.

al Gains and I'ming of transactions such as sale

ses of assets, and acquisition of new
assets or new businesses should con-
sider impact on taxes.

(Principles of Business Management, 1977, p. 501 From

Princi les of Business Mana emert by W.N. MacFarlane.

Copyright 1977 by McGraw-Hill Book Company. Used with

permission of McGraw-Hill Pook Co,..pany.

As a bUsiness o- rner you will assume two roles in manag-

ing taxes. In one role, you are a debtor' in the other role,

you are an agent. As a debtor, you are responsible for various

taxes and must pay them as part of your business obligations.

For exampie, each year you owe both federal income taxes and

local real estate tax if you own the business building.

In the role of agent, you, the business owner, collect

various taxes and pass the funds on to the appropriate

government agency. For example, each payday you deduct

ederal income and social security taxes from the wages of

your employees.
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Federal Taxes

One type of taxes with which we are all familiar are

federal income taxes. In paying income taxes, the business

owner is again both a debtor ari an agent. As debtor, the

amount of federal income tax you will pay depends on the

income of your firm. The type of business structure- sole

proprietorship, partnership, or corporation = -in addition

to any other income, exemptions, and personal deductions

(nonbusiness deductions) will all determine the amourA of

federal income tax you will pay.

If you Are the sole proprietor of your business, you

pay your income tax just like any other individual. You will

file the same forms except you will pr_pare an additional

forr', Schedule C, form 1040, and attach to form 1040. If you

involved in farming, you will also need to prepare

Schedule F, form 1040.

Should your business be a partnership or a corporation,

there are some differences in the forms you must file as

well as the dates for remitting tax payments. The SBA publi-

cation s in Meetin Your Tax'Obli yn (Small Market-

er's Aid No. 142), is a useful document in understanding how

the structure of a business organization affects its federal

income taxes.

Withholdinn. Federal Taxes

If you have employees, then as the business owner you

have the role of tax agent. The taxes you withhold az a
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agent are remitted to the government following set rule- -ro-

cedures, and due dates. Remitting withholding involves two

steps:

1. Reporting the federal income tax and social

crity toes withheld from employees' pay

2. Depositing the funds withheld.

Tax return form 941 is used to report _hholding and

social security taxes to the government. The report is due

quarterly on each April 30, July 31, October 31, and

January 31.

Income Taxes. Whet you hire an employee, 70u have the

employee sign a Form W-4 "Employees Withholding Allowance

Certificate." On the form the employee lists the exemptions

and additional withholding allowances claimed. This c

pleted form gives you the authority to withhold income tax

according to the withholding tables issued by the Internal

Revenue Service (IRS).

Your employees make federal income tax payments each

payday through you. You 'withhold" these taxes and pass

these payments on to the government at stated periods of

time. At the end of the year, you will be required to pro-

vide every employee who worked for you during the previous

year W-2 form listirg total wages and taxes deducted for

the entire year.
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Social Se uri -axeE. As a business owner, 7ou will

assume both Lhe role of an agent and a debtor in payin

social security taxes. Social security taxes are b

employer and employee taxes. As an agent you will withhold

the tax which each employee awes Then, as a _= -or, you

t-h For CNS nlo.

1979 social security axes were dedu the rate of

8.1% on the first $17,700 of an employee's wages. You

must match the amount you withhold _rote your employees.

If you are interested in using social security for

your own reti:c,mPnt you must naturally pay the tax for

yourself. For additional information, see the SBA publi-

cation Retirement Plans for Self-Em-loved0=7,A11,

(Small Marketer's Aid No. 131).

Other Federal Taxes

Federal excise taxes are levied on the sale or use of

certain items, certain types of transactions, and on certain

occupations. For example, there is an occupational tax on

ret4ii dealers of adulterated butter, retail beer and liquor

dealers, and on wholesale beer and liquor dealers. A re-

tailer's excise tax is levied on diesel fuel and special motor

fuels. Check with your local IRS office if you are in

doubt about the excise tax liability of your business.

Your firm is liable for federal unemployment taxes if

you paid wages of $1,500 or more in any calendar quarter,
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or you had one or more employees working at least some

portion of one day during twenty or 41ore calendar weeks.

The twenty weeks do not have to be consecutive. This

federal unemployment tax is paid by the employer, and not

deducted from the employee's wages. Federal unemployment

tax must be paid on or before each January 31 for the pre-

ceding year.

e and Local Taxes

Although state taxes vary from state to state, the

STATE TAXES? three major types of state taxes are unemployment taxes,

income taxes, and sales taxes. Many local governments

also have ilicome Er-71 sales taxes. It is essential to know

what taxes your state and local governments require you to

pay as a debtor and what taxes it requires you to collect

4

as an agent.

Every state has unemployment taxes. The requirements

vary significantly among states. In some states, employees

and employers contribute to unemployment taxes. The rate

of tax charged is usually based on your firm's unemployment

experience, coupled with the unemployment experience of

your state.

Many states now have a state income tax. In some

cases, the employer withholds state income tax from the

loyee's wages. In most cases, the state tax returns

are similar to those used by the federal government.
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LOCAL TAXES?

WriAT ARE AN

ENTREPRENEUR'S part -time, you will be responsible for axes forms, and

TAX OBLIGATIONS? insurance requirements. Depending upon the city and state

you are in, you will be respIsible for meeting federal,

state, and-possibly city requirements.

Be sure to contact the Internal Revenue Service (IRS)

office in your area before you hire any employees. Request

the form that must be filled out to receive an Employer's

'lentification Number. You will need this number for all

federal, state and local tax forms. The IRS will also

send you the necessarylorms for deposits and reportings.
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Many states also have sales taxes. The entrepreneur

collects the sales tax from customers and transmi

the state agency.

Counties, municipalities, towns and cities impose

various kinds cif taxes on businesses. These might include

1 e-Aate tax. , personal property taxes, nd tax

gross sales. Some cities even have an income tax.

Meetiag Tax Obligations

If you hire employees, whether they be full-time or

Also obtain.a copy of the Emplo t Tax Guide that will give

you all the information you need to know about how and when

to deduct and pay federal withholding taxes, social security

taxes (FICA or FOAB) and federal unemployment taxes.

Contact your state government offices for the.nece sary

information. Be sure you also call your state taxing agency
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and ask for all the necessary forms and infotuation

concerning withholding and unemployment taxes.

You should check with your local authorities to make

sure your b- i.it1ess is assuming its local obligations. If

you are located in a city that has withholding taxes, re-

vast info nation from the taxing nc

All of these agencies are listed in your phone direc-

tory. Look under the heading."United States Government"

for the Internal Revenue Service, under the heading of

your state government for state tax agencies, and under

your city government for city tax agencies.

Successful entrepreneurs meet their tax obligations

by following sound management principles. The SBA publi-

cation, Steps112/.. Obllsions (Small

Marketers Aid no. 142) 1ists the principles that should

be followed to meet your tax obligations.

1. Know your tax liability. 'What kind of taxes do you

have to pay? How much are they in dollar amounts?

When are they due?

2. Set aside the funds necessary to pay various tax

bills.-

Pay taxes on time avoid penalties-for late payment.

4. Get advice from experts, such as an accouncant,

lawyer, or tax counselor.
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EXPLORATION ACTIVITIES

Do you feel you know enough about government rules

and regulations to put your knowledge into practice?

The following activities will help you experience s.cm.

"real" problems and give you an opportunity to practice

yo,. sk leting

Pelf-evaluation to check your understand_ the

material.

ASSESSMENT UN

1. Develop pLlicy statements for your proposed

firm which comply with the following human

resource areas:

a. Employment safety (OSHA in particular)

b. Equal Employment Opportunity Act

c. Equal Pay Act of 1963

Visit or call your local and state tax igencies

determine the taxes for which your business

will be responsible. Identify the following:

your rate; debtor and agent role, how tax is

...computed, and due date. You might want to

use the following chart to compile your informa-

tion.



My Bus ess Aspiration:
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Taxes Responsible

Role Explained
(debtor and/or

-en

Comp_ uta ion
of

Tax

Tax Due
Date

A. State

Local.

Prepare a paper no longer than one page explain-

ing the impact of OSHA.on your future enterprise.

Obtai., as many resource materials on OSHA as

possible'from your library. Ask local experts

to help your write the paper, making i

specific as possible.

4 Assume your business will offer consumer credit.

With which federal consumer credit acts will

your firT,need to comply? Explain each in detail.

You may want to contact the owner of a local

business similar to one which you would like to

nformation and counsel.
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5. Discuss the Robinson- ?atman :pct. Of what value

is it to small business?

Design a listing of persons or agencies to

contact to clear up any pro- - you might

have in complying with federal, state and local

tax legislation.

POSTASSESSMENT

1. List five potential areas in which legal responsi-

bilities and obligations might exist.

2. Name two federal agencies that issue licenses

and describe the businesses they license.

3. Identify and briefly describe three major federal

laws enacted to protect competition among busi-

nesses.

4. Discuss the Magnusen-Moss Warranty Act.

5. What roles must a business owner assume in

managing fe eral state and local taxes?

Compare your answers to your reuponses co the pre-

assessment. You may want to check your postassess-

ment answers with your instructor.
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SELF-EVALUATION

How well did you know the info _tion needed to do the

acts

Be hones

) Very well

rairly well

A little

yourself. If you fecl 9 :u Zaa`t

the material well enough, it might be helpful to review

this section before ;Ding on.
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PREASSESSMENT

Here are some questions that test for knowledge of the contents

of this level. If you are very familiar with the information needed

to answer them, perhaps you should go to another level or unit -- check

with your instructor. Otherwise jot down your answers. After you've
ti

read through this level, take the postassessment, at the end of the

"Pr paration/AdartAt5on Activities" section and measure what you've

learned.

1. What state laws do you think you will be required to

follow in your business?

2. What steps or procedures will you have to follow in

withholding and transmitting federal income taxes?

Name four federal agencies and briefly describe their

functions.

What is the Magnuson -Moss "Truth-in-Waranties" Act

of/ 19/5? What is the difference between implied and

expressed warranties?

5. How would you set up a Human Resource Program for your

firm? What rules and regulations would you have to

follow?
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TEACHING/LEARNING OBJECTIVES

Upon completion of this level of instruction you should

be able to:

1 Discuss the various regulations that will affect

yourbusiness operation-'.

Identify and locate.the closest offices of appropriate

ghvernment agencies that can provide you with info

tion on compliance with the various rules and regula-

tions concerning your firm.

3. Prepare a complete set of tax reports based on

estimated data for your firm.

Develop policies on how your business will comply

with federal rules.
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SUBSTANTIVE INFORMATION

IMPORTANCE OF RULES AND REGULATIONS

The Commission on Federal Paperwork estimated not
long ago that small businesses spend an average
of $3,000 a year each on regulatory paperwork.
Over the last 6 years, the SBA has lent more than
$44 million for compliance with the Occupational
Safety and Health Act, and another $50 million
for costs imposed consumer-protection regula-
tions.

(Fortune, November, 1977.)

It has been said that one must be a lawyer to interp

all of the rules and regulations. You necessarily -need

be a lawyer; however, you cannot plead ignorance. Ignorance

not an acceptable-excuse in the eyes of the law. If you,

as a business owner, are unable to interpret rules and regu-

lations, you should secure legal or governmental help.

Regardless of the type of business you own, there are

laws and legal regulations to which youT business must conform.

It is important to remember that these rules and regulations

were created for a variety of reasons, including the following:

1. To protect citizens from business practices

believed to be harmful

2. To protect employees' interests

3. To protect, in general, public health and safety

4. To protect the right to organize
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To protect competitors against other competitors

who use unfair prices and practices

6. To protect consumers from the sale of harmful gtods,

from false advertising and selling, and from busi-

nesses that work together to keep prices high.

Administrative Agencies

A variety of administrative agencies function at the

federal, state, and local levels. Often they supplement

the work of regular government executive departments and

relieve the courts and legislative bodies of much detail

work. Their duties and powers vary widely, but the table

below suggests the scope of their work.

Federal Agency

Nuclear Regulatory Commission
(NRC)

Civil Aeronautics Board (CAB)

Consumer Products Safety
Commission (CPSC)

Environmental Protection
Agency (EPA)

Equal Employment Opportun:
Commission (EEOC)

Federal Communications
Commission (FCC)

Federal Power Commission

(FPC)

Federal Reserve Board (FRB)

58

Area of Supervision

Nuclear energy development
for civilian and:possible
military uses

Air transport

Safety ofTroducts used
by consumers

Protection of. the environ-

ment including pollution and

waste disposal

y Enforcement of employment
rights without regard to race,.
color, creed, national origin,
or sex

Radio, television, telephone,
and telegraph communication

Oil, gas, and electricity
production and distribution

Money and credit supply

7



FederallIgEREK

Federal Trade Commission (FTC)

Food and Drug Administration

(FDA2

Interstate Commerce
/ Commission (ICC)

National Labor Relations
Board (NLRB)

Occupational Safety and Health
Review Commission (OSHC)

Securities and Exchange
Commission (SEC)

Small Business Administration
(SBA)

Social Security Administration

State Agency

Part II,- Unit D

Government Regulat ons
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Area of Supervision

Unfair competition, deceptive
consumer practices,monopoly

Purity of goods, drugs.
and cosmetics, packaging
and labeling

Railroad, truck, bus, and
inland waterway transportation

Labo anagement relations

Protection
the job

of employees on

Issuance of securities and
trading securities

Aid to small business

Old-age, survivors, disa-
bility and health insurance

Area of Supervision

Agricultural Price Stabilization Food production quotas and
prices

Alcoholic Beverage Cont

Public Utilities Commission

rkers' Compensation Board

County and City Agencies

Airport Board

Planning Commiss

Liquor licenses

Public utilities firms

regulations

Damage awards fo
related injuries

Area o

work-
and deaths

vision

Acquisition and operation
of County airports

on Approval of land use and
development

Parks and Recreation Board Acquisition/operation of
parks
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County and City Agencies

Air Pollution Control. Board

Library Board

Public Housing Authority

Redevelopment Agency

Transit Author-it

School Board

(Adapted from Applied Business Law 1977, p. 79.)
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Area of Supervision

Establishment/enforcement of
air purity standards

Library operation

Acquisition/operation of
public housing projects

Condemnation/razing/redevelop-
ment of slum and blighted
areas

Operations of local buf
and rail transit systems

Operation of public schools

LICENSING

/Licensing usually means registering a business. Paying

a fee to obtain the license is common. Sometimes an itspec-
/

tion of the business is required.

Many enterprises must be licensed by a local, state

or federal agency before opening for business. State govern-

ments restrict entry into various professions and types of

businesses by requiring licenses. Additional regulations

might be required of the business, such as yearly inspection of

the business by a state government agency or payment of an

annual tax.
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Licensing controls directly affect many small
businesses. The degree of regulation will vary,
depending upon the type and location of the enter-
prise. If your operations are intrastate you
will be concerned primarily with state and local,
rather than federal licensing. Among the businesses
frequently subject to state or local control are
retail food establishments, drink:ng places, barber
shops, beauty shops, plumbing firms, and taxi
companies. Most of these are servicing businesses.
They are subject to regulation for the prOtection
of public health and morals.

Retail stores, devoted exclusively to handling
merchandise, may not be required to have a license
but are subject to regulations such as those
dealing with fire, safety, and zoning restrictions.

Most licenses require paymen*g of fees and are
usually issued on an annual sis. Ordinarily,
as a prerequisite to the isbuance of a license,
a written application is required. State,

municipal and county authorities should be
contracted far complete information regarding
licensing. (Business Fr nei les and Mane ement,

1973, p. 617.)

The following businesses are usually licensed:

Restaurants and food-handling businesses

Barber shops and beauty shops

Cleaning and laundering establishments

House-to-house peddlers and solicitors

General stores

Liquor stores

Finance and lending institutions

D4alers and local distributors

Transportation businesses

Businesses operating in a :eign,state

Hotels and motels

Insurance companies.
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TITRUST LAWS

In the Americas business .system, competition is the

cornerstone of our free enterprise economy. The purpose of

WHAT SHOULD

ENTREPRENEURS

DO TO COMPLY

WITH ANTITRUST

LAWS?

erally, laws directed against giant busi-

ness combinations is to preserve the conditions necessary

for.competition and thus to protect our economic system itself.

Businesses in th United States are under the protection

of and are subject to the restraints of the federal antitrust

laws. Legislated unde- the "interstate commerce power of

Congress, these laws arfect virtually every business. Hardly

any retail, service or manufacturing business is so small or

local that federal antitrust laws do not apply. For example,

antitrust laws have against motion picture exhibit

\

tors, bowling alley proprietors, and garbage collectors.

These laws are particularly important to small business

owners who are often the beneficiaries of antitrust,legislation.

It is in the self-interest of any business person, particularly

small business owners, to be familiar with and comply with

antitrust laws.

rust Compliance Pre ram

As a small business owner, you should consider developing

an antitrust compliance program. If you decide to do so,

you should probably enlist the(help of a lawyer. Legal

counsel must be wel?. briefed concerning this particular

facet oaf the company's business.
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An antitrust compliance program normally has many compon-

ents. The first-component is the development of a company

policy nn antitrust. Such statements should indicate the rea-

sons for complying with antitrust law and the obvious types of

violations of antitrust law that should be avoided. The policy

statement should receive wide circulation within the company

to allapPropriate personnel.

Secondly, the compliance program ust contain some means

of training personnel concerning the antitrust laws. Employees

can only be expected to follow policies they understand.

The third component of a good compliance program includes

the establishment of internal company procedures to implement

the company antitrust policy. Company procedures concerning

pricing, termination of dealers, marketing of new products, trade

association activities,or refusals to deal should all be con-

sidered when developing the policies.

An additional component of antitrust compliance programs

normally includes a documentation system. Documents that supply

information that antitrust was duly considered in formulation

of policies and in the decision-making procedures of the

company should be developed. For example, as the company

develops its new pricing policies, documents that indicate the

rules of antitrust were considered in the formulation of the

pricing policy should be prepared. Every effort to stay within

the boundaries of antitrust should be noted. The documents are
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to be preserved for possible future defense rgqinst charges of

antitrust violations, and could supply valuable evidence to

convince a jury or court of the company's desire to comply with

antitrust laws. Such evidence is pertinent in establishing that

no evil intent existed in the minds of company officials.

The last component of an antitrust compliance program

would include periodic audits of existing company antitrust

policies, educational programs, decision-making procedures and

documentation systems. The changing aspects of the law and of

company operations necessitate the periodic audit. The audit

should determine whether the compliance components are effective

and whether any modifications are necessary.

Major Antitrust Le islation

No matter what policies small firms establish to comply

with antitrust laws, it is vitally important for you, the

owner, to have an overview of the antitrust laws that are par-

ticularly relevant to the small business fitm. There are four

principal antitrust laws in addition to a number of related

federal statutes. The meaning of the statutes has been clari-

fied and interpreted-by numerous court decisions over the years.

Sherman Act

The chief antitrust statute, the Sherman Act of 1890, pro-

hibits conspiracies and understandings that unreasonably restrain

trade. Some kind of joint or concerted action between two or

more persons or companies must exist for Section 1 of the
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Sherman Act to apply. Section 2 of the Act prohibits "monopo-

lization or attempt to monopolize" any product line or geo-

graphical area of commerce.

'Clayton Act

The Clayton Act of 1914 prohibits mergers and acquisitions

which may substantially lessen competition in any line of com-

merce. Another section makes it unlawful to sell commodities

on condition that the buyer will refuse to deal in the goods

of competing sellers. Such "exclusive dealing" arrangements

are illegal if they have the probability of substantially lessen-

ing competition in any line of vommerce.

Robinson-Patman Ac

The Robinson-Patman Act-of 1936 generally restricts a

seller from discriminating in price between buyers. This Act

also covers indirect discrimination by the unequal allocation

of allowances for promotional service

To determine whether a Robinson-Patman violation has

occurred, one should ask whether the company has made sales;

1. At different prices

2. Within. a reasonable contemporary time-period

(this may vary depending upon the competitive

market; six months is a good rule of thumb)

3. In interstate commerce (howevt,-.. price discri

nation occurring totally intrastate may violate

state laws)
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4. Of products of like grade and quality (no

significant difference from a commercial stand-

point)

5. To customers where inlury to competition at

the seller, buyer or sub-buyer level will

probably result,

any of the above criteria are present, the price differ-

ence may, nevertheless, be defended under the law if the lower

price was given in good faith to meet (but not eat) a price

offered by a competitor. In addition, the difference between

the prices charged-to the favored and nonfavred customer may

be "cost - justified" on the basis of cost savings realized by

the seller in its sale and delivery expenses in dealing with

the favored customer, Of course, if the price change occurs

because of changes in the market or the marketability of the

goods, no violation occurs.

(Adapted from Journal of Small Business Management October 1977,

pp. 1016.)

The Federal Trade Commission Act

The Federal Trade Commission Act of 1914 created the

Federal Trade Commission, an administrative body of experts

delegated to determine and prohibit "unfair methods of compe-

tition." The Commission can determine that anything that

violates one of the federal antitrust laws is also illegal under

the Federal Trade Commission (FTC) Act. The Commission is

alt empowered to find anything which violates the spitit,
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although not the letter, of the federal antitrust laws

unlawful under the FTC A For example, the Robinson-Fatman

Act makes a buyer liable for inducing discriminatory prices,

but not discriminatory advertising allowances. The Commission,

nevertheless, has successfully established the latter practice

as unlawful under the FTC Act. The ComMission's duties also

include prohibition of false and misleading material in

advertising, warranties and promotional activities. In short,

the Commission's responsibilities include attacking most types

of unethical business conduct. However under the FTC Act

the Commission's enforcement is limited a"cease and desist"

. order.

State Laws

Many states have enacted their own antitrust laws. State

antitrust laws vary considerably. However, in spite of the

differences, the practices prohibited at the state level are

comparable to those covered under federal law. Investigate

your atate antitrust laws, since they may have a specific

prohibition of some practice or a rule of interpr-tation differ-

ing from the federal. (Adapted 7rom Journal of Small- Business

Management, October 1977, p.18)

CONSUMER PROTECTION REGULATIONS

Consumer Credit

if you operate a small business that issues consumer

redit, there are,sevalal federal rules and regulations with
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which you must comply. The Truth-in-Lending Act

is one of these laws. You must be sure to inform your custom-

ers of the exact terms of the credit you are extending and

what procedures they are to Tl_low if they wish tt 'mquire

about their bill. The following two pages show the type of

lotification a'major creditor sends to its customers to cone

8 with the Truth-in-Lending Act. If you participate in

major credit plans, such as Master Charge or Visa,- you should

b,t sure that they are notifying their customers properly. If

you extend your own credit, make sure that you are providing

the proper notification required by the Truth-in-Lending Act.

Warranty Protection

WHAT ARE IM'PIED In a legal sense, all products carry a minimum

warranty, except under certain conditions invol:zrg

AND EXPRESW warranty disclaimers. These warranties are either

implied or express. The implied warrantu is from

WORANTIES? the common law, merely warrants that the product

will perform the function ic ib designed for, with

no assurance of how well or how long. Express

warranties, on the other hand, normally are written

expressions of the post-purchase responsibilities

of both parties involved in the transaction.

Express warranties are classified as being either

protective or promotional. A protective warranty,

as its name implies, provides protection for the

seller against unreasonable claims by the purchaser

by limiting the seller's responsibilities toward

the buyer. They are commonly used in the marketing

of durable goods, because these products, which

tend to be complex in design and expensive, have

a greater likelihood of wide variations in per-

formance than nondurable goods. Moreover, the

growing inclination of the public to resort to

the courts to correct perceived product deficiencies

of durable products has made sellers more likely to

use the warranty as a protective device, and reduce
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Michigan Bankard 1,, Visa® Terms and Cnnditions
(If joint account, read singular pronouns in the plural.)

agree with Michigan National Bang (' Bank') as follows-
CUSTOMER PAYMENT SCHEDULETRUTH IN LENDING ACT DISCLOSURE

1. A FINANCE CHARGE will fie added to my account:
(a) On a Bankline*' purchase or a Cash Advance (including the use of a Michigan Bankard VISA check). even if I pay

the entire "new balance'" by the -payment due date" shown on my monthly billing statement on which such a
transaction first appears.

(b) On all other charges. unless I pay the entire 'new balance" by the "payment due date- shown on my monthly billing
statement on which such charges first appear, in which case, no FINANCE CHARGE will be added for such other
charges.

Whenever a FINANCE CHARGE is added to my account it will be at a periodic rate of 1.5% a month (an ANNUAL
PERCENTAGE RATE of 180), and it will be added fora time period beginning the day that the transaction(s) subject to
a FINANCE CHARGE posted to my account.

2. The amount of the FINANCE CHARGE is figured by multiplying the per iii rate by the -aeeraee daily bahnee The

"average daily halacce- is computed by adding up the outstanding daily balances in my account during the time period
which a FINANCE CHARGE is being imposed for (a) Bankline purchases. (b) Cash Advances (Including Michigan

eankard VISA check transactions). and (c) Amounts owed for all other charges reflected as new credit purcnct,t; in

any prior billing statement, for which I did not pay the "new balance" in full as described in Paragraph 1 (b) above This
sum is then divided by the number of days in the billing cycle, and the result is the "averge daily balance.

3. The "new balance- on the billing statement is the total of the "previous balance" together with amounts advanced for
Bankline purchases. cash advances (including Michigan Bankard VISA checks) and -new credit purchases,- less pay
rents and credits posted to the account, plus the imposed FTNAKECRARGE.

4. The minimum monthly payment required is determined by the "new balance" on my montfil:, unt,lig statement in
accordance with the following schedule:

Amount of Minimum Amount of Minimum
"New Balance Monthly Payment "New Balance" Monthly Payment

If under $10 Pay amount of the "new balance" From $1,000 up to $1,499 $ 50.00*
From $10 up to $299 ' $10.00* From $1,500 up to $1.999 $ 75.00*
From $300 up to $449 $15.00* From $2,000 up to $3,499 $100.00'
From $450 up to $649 $20.00* If over $3,500 % of "new balance'
From $650 up to $999 $30.00*
*Ms amounts past due and amounts overlimit (excluding Banktine)

5. If my account has a credit balance and has no activity for two (2) years, Bank may then charge a handling fee of One
Dollar ($1.00) per month to my account: (a) until the credit balance is gone: (b) I request a refund of any remainder; or
(c) more credit is extended; whichever happens first.

CUSTOMER AGREEMENT
6. To pay Bank the amounts charged to my account. including FINANCE CHARGES` according to the anove payment

schedule. Each monthly billing statement will be considered a correct statement of the account unless I establish a
billing error under the provisions of the Federal Truth In Lending Act.

7. To give Bank prompt notice it I lose my card;

8, That the card may be cancelled by Bank at any time;

9. To suriender the card upon demand of Bank;

10. To waive and release Banki,om all defenses, rights and claims I may have against any person or company honoring this
.1 or not permitting a charge, except where such rights cannot be waived as under the Fair Credit BillingAct, (See

reverse side)

11. That if I do not perform any of the terms of this Agreement, the Bank inay declare my entire unpaid balance immedi-
ately due and payable:

i2. That this Agreement is controlled by Michigan law;

13. That only certain' goods approved by Bank will be available for a Bankline purchase from cooperating merchants

14. To keep the balance on my account within the credit limit ret by Bank.

15. That transactions occurriee outside of the United States, when posted to my account in U.S don ri may be more or less
in U.S. dollar amount than when I -ode the chary;;, due to changes in the foreign exchange rale;

16. That Bank hi,s the option to change the terms of this Agreement to take effect 15 days after a iyrilted notice of the change
is sent to me; and

17. That I may cancel this Aereement with Bank at any time by notdying Bank iii writing and returning my card(c). I shall
remain obligated to Bark leer all charvs node prior to such cancellat on. and the Bank may declare my balance due and
payable forrnwr with .1;ifOctb!.. FINANCE CHARGES.

NOTICE: See reverse side for important information regarding your rights to dispute billing errors.
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In Case of Errors or Inquiries About Your Bill
The Federal Truth in Lending Act requires prompt correction of billing mistakes.

1. If you want to preserve your rights under the Act, here's what to do if you think your biii is wrong or it you need

more information about an item on your bill:

a. Do not write on the bill. Cm a separate sheet of paper write (you may telephone your inquiry but doing so will

not preserve Jour rights under this law) the following:

Your name and account number (if any).

ii. A description of the error and an explanation (to the extent you can explain) why you believe it is an error.

If y eo only need more information, explain the item you are not sure about and, if you wish, ask for evidence of
the cOerge such as a copy of the charge slip. Do not send in your copy of a sales slip or other document unless you

have a dee%ete .cope for your records.

iii, Toe dollar amount of the suspected error.

iv. Any other informetion (such as your address) which yolethink will help the Bank to identify you or the reason
for your complaint or inquiry. It will be helpful to include the Reference Number for the disputed items as shown on

the bill.

b. Send your billing en notice to the address on your bill which is listed after the words: "Send Inquiries to:"

Mail it as soon as you can, but in any case, early enough to reach the Bank within 60 days after the bill was
mailed to you. If you have authorized your bank to automatically pay from your checking or savings account any
credit card bills from that bank, you can stop or reverse payment on any amount you thin is wrong by mailing your

notice so the Bank receives it within 16 days after the bill was sent to you. However, you do not have to meet this 16-

day deadline to get the Bank to investigate your billing error claim.

2. The Bank must acknowledge all letters pointing out possible errors within 30 days of receipt, unless the Bank is
able to correct your bill during that 30 days. Within 90 days after receiving your letter, the Bank must either correct
the error or explain why the Bank believes the bill was correct. Once the Bank has explained the bill, the Bank has
no further obligation to you even though you still believe that there is an error, except as provided in paragraph 5

below.

3. After le Bank has been notified, neither the Bank nor an attorney nor a collection agency may send you
collection letters or take other collection action with respect the amount in dispute; bet periodic statements may
be sent to you, and the disputed amount can be applied against your credit limit. You cannot be threatened with
damage to sour credit rating or sued for the amount in question, nor can the disputed amount be reported to a
credit bureau or to other creditors as delinquent until the,Bank has answered your inquiry. However, you rya in
obligated to pay the parts of your bill not in dispute.

4. If it is determined that the Bank has made a miste'-e on your bill, you will not have to pay any finance charges on
any disputed amount. If it turns out that the Bank has not made an error, you may have to pay finance charges on

the amount in dispute, and you will have to make up any missed eliniraum or required payments on the disputed
amount. Unless eou have agreed that your bill was correct, the must send you a written notification of what

you owe; and if it is determined that the Bank did make a mistaf . Jilling the disputed amount, you must be given

the time to pay ivnich you normally are given to pay undisputed amounts before any more finance charges or late
payment charges on the disputed amount can be charged to you.

5. ff the Bank's explanation does not satisfy you and you notify the Bank in writing within 10 days after you
receive its explanatiOn that you still refuse to pay the disputed amount, the Bank ey report you to credit bureaus

and other creditors athimay pursue regular collection procedures. But the Barn est also report that you think

you do not owe the money, and the Bank must let you know to whom such reports were made. Once the matter has

been settled between you and the Bane the Bank must notify those to WOOM the Bank reported you as delinquent

of the subsequent resolution.

6. 11 the Bank does not follow these re es, the Bank is not allowed to collect the first $50 of the disputed amount
and finance charges, even if the bill turns out to be correct.

7. If you have a probler. with property or services purchased with a credit card, you may have the right not to pay
the remaining amount due on them, if you first try in good faith to return them or give the merchant a cnance to
correct the problem. There are two limitations on this right:

a. You must have bought them in-your home state, or if not within your home state, within 100 miles of your

current mailing address; and

b. The purchase price must have been more than $50.

However, these limitations do not apply if the merchant is owned or operated by the an or if Bank mailed

you the advertisement for the property or services.

1814A REV. 1,Yll
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If you are going to open a manufacturing firm you will

be especially interested in the Magnusen-Moss "Truth-in-

Warranties" Act (1975). These rules are designed to "improve

the adequacy of information available to the consumer, prevent

deception, and improve competition in the marketing of con-

sumer products." The MagnUsen-Moss Warranty - Federal Trade

Commission improvement Act does not require that manufacturers

offer warranties, but instead sets standards for those who do.

The mat -:mportnt provision of the basic la, frem
the businessperson's point of view, is the distineten
between 'full,' and 'limited' 4,arrant7i. This
difference pertains to all consumer products costina
ten dollars or more at retail level and having a

arra:hty. Th,T7 .77pecificns f<Ir the

'limited' warranty are the standard requirements
for any warranty coverage, and relote chiefly to
an explanation of rest7,onsibi plus the provision
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of other standard data, such as z identification

of the names and addresses of the warrantors.

no requirement that the Warrantor perform

specific service, onl that he/she clearly sta

what service he/she inc.,-nds to perform. The

unusual provision of the limited warranty le that

the warrantor may provide an information dispute-

settlement procedure, which the purchaser "-

encouraged to use before resorting to ZegaZ remedies.

How does this affect the small businessperson? The

short-term effects of the law may work to his/her

advanage in several ways. The small business-

owner often has fewer financial resources than

his/her larger competitor, and is therefore some-

times not as a_ Z,e accept risk. the

the 'full' warranty designation appears tr inoolve

considerable risk, the mall businessperson may be

unable to gamble by offering such a warranty roh,,,z

his' /her larger competitor, with more resources,

would be in a stronger position o accept the risk.

The -other -consideration has to do with-oiek, but

in a different way. In certain categories of shopping

goods, buyers may tend to view products offered by

small business as inherently more risky than -r_7ducts

offered by larger businesses. One way this p,r-

ceived risk can be overcome is by strong warranty

and guaranteed policies. In the short run, the new

law may inhibit the offering of strong warranties

and guarantres, and. thus deprive the small business-

person of some of the advantages-of this marketing

tool.

Is essee that mcrit businesses understand

the impat of the warranty legislation and the FTC

rules. r7,ne require compliance with a number of

instructions, and the small business whose owner/

manager fails to understand them or take action

might be being faced with legal (2,2tion both by the

government and by consumers. (Adapted From_Jou- nal

of Small Business Maria ement, 1977, pp, 23 and 26.)
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WHAT IS THE Federal Fos. and Dru= Administration

FEDERAL FOOD

AND DRUG important government agency. The FDA consists of five bureaus;

ADMINISTRATIC"? Bureau of Foods. Bureau of Drugs. Bureau of Veterinary Medi-

cine, Bureau o Radiological Health, and Bureau of Biologic

plus an Office of Medical Devices.

The FDA is responsible for rcge lting all foods. ex

for red meats, poultry= and eggs, uhic: ave the urimary re-

sponsibility of the Departmer Agr A11 coloring

ThE Federal Food and Drug Administration (FDA) is an

ingredients in cosmetics must be proved safe by the .11,1fae-

tuners and certified by FDA. Tn addition, the FDA is requir.

to approve the safety and effectiveness of medicines sold in

the United States, whether intended for use In animals or by

humans.

HUMAN RESOURCE CONSIDERATIONS

WHAT HUNAN If you plan to hire, employees, federal and state regula-

RESOURCE PRO- tions will affect ahy human resource programs you develop.

GRANS SHOULD BE This legislation is designed to provide sfety, equality and

DEVELOPED? fair wages for human resoul'oes.

WiL4T IS THE

OCCUPATIONAL

SAFETY AND

HEALTH

ADMINISTRATION?

Federal LegLE

Occupational Safety and Health Admin=. (OSHA)

The Williams Steiger. G'Icupational Safety and Health Act

of 1970, which took effect on aril 28, 197", 1-.1s already had

mayor impact on Ai,erican businesses.
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The Occupational Safety and Health A of 1970 is

intended to assure, so far as possible, safe and

healthful Working conditions to 57 million American

employees. It does so by requiring elT.loyers to comply

with safety and health standards covering conditions

and operations in the workplace, and to maintain the

workplace free from recognized hazards when no standard

is applicable to the situation. The Act governs working

conditions for the majority of employees in th United

States, excluding only some state and municipai,

employ ecc and tI%-co !ziorng Indwts fr %)7vIr?h
federal agencies other than the Occupational Safety and

Health Administration 7rescribe health and saf'ety

conditions for employees.

The Act is applicable In the 50 states, the District

of Columbia, the Commonwealth of Puerto Rico, the

Vira Islands, American Lliainocz, Suarn, t
Territory of the Pacific Islands, Wake Island, Outer

Continental Shelf Lands, Johnston isl-d, and the

Canal Zone. The Secretary of_Interio;, has issued
regulations vesting Jurisdiction for enforcement of the

Act in the High Courts of American Samoa and the Trust

Territory of the Pacific Islands.

If uour business is in one of the following states, it

is subject to state job safety and hecitrl Zs and not

the federal. Alaska, Arizona, California,
Indiana, Iowa, Kentucky, Maryland, Michigan, Minnesota

Nevada, Net, Mexico, North Carolina, Oregon, Puerto Rico,

South Carolina, Tennessee, Utah, Ve:riont Virginia,

Virgin Iglands, Washington, and Wyoming. employers in

states without approved plans are subject nly to the

federal job safety and health laws, except for

conditi'3nu which c'le state regulates a- ? OSHA does nob.

Elevator and 'oiler inspections, fo- example, re
uSUail?r provided for by state law t; are
not covered by 00HZ

The Act irovides for voTnal-y par 'crat.07: by the

states in the job safety and health field. Any state

may submit a plan to 0,311A for appro which details a

program for assuming and maIntaining:jur,isdicaton OVeP

the safety and health of workplaces within the state.

Jertain key provison4i must be inccrporatecZ into these

"state plans," such as a 2,:yurc,mnt for adoption of

health and safety standards, while other features are

optional. But the plan and its operation must he

"as effecLive 311 the federal OSHA program in order to

segum and maintin operating approval.
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regional &fff,ce) note -,tTy'

frain _fecievai t)attern ana :,-.):0001,-L. other 1-1H

pCcu7iczr to each a t at

approved-plan '

OSHA juvisdatin in som

t7c2

obliaatrions is -!ecompli Clrou.an worlc7,-L-:ce
OSRA o,mrVa-2e,- ,---,!1-.

cO. ducted eluri regular workina h,-urs wlthout aaVance

jz:,
compliance officer must obtain an inspo.ction warrant,
which come is ertilye: to permlt entry. 0.311A may

obtain the wa y a: without the employer's knowly,
so a compliance officer arriving at a worksite may
already possess the war,,ant. Wnere violations of the
.(tt, standards or yvLya.ations are found, eltations are
issued and penalties proposed.
(CCHOSHA Com liance Guide, 1977, pp 1009-1013.)

Standards. In carming out its duties under the Act,
OSHA is responsible for promulgating legally enforceable
standards. OSHA standards may reouire conditions, or
the adoption or use of one or more practices, means,
Methods or processes reasonably necessary or appropri:c
to protect workers on the job. ft is the employers'
responsibili41 to ;.ecome familiar with the standards
applicable to their establishments and to aseu=2 that
employees have and use perenal proteqtlVe gar and
equipment required for safetH. Soon in oases WTZOP

OSHA has not promulgated specific standards, employers
ore responsible for following the i;h,ent 0 ho
general duty clause.

0571A standards fal'. into three majctr cote:tortes--
General industry, Maritime and Construction. Free
single copies of each category may be obtained from
the OSIVA office nearest you. TheFe*ral Rer:ister is
one of the hoot sources of 7.nfooru7tn on starl,

e all OSRA st,Idards are published in the -ederal
Register when they are a:ioit 113 cro:all other
ameldments, corrections, insertions or aie-letic
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The Fedeal Register is aC i l ab le z:

libraries .
Annual subscriptions are avai lab le from

the Superintendent of Documents, U. S. Go 'erment

Printing Office, Washington, D.O. 20402.
(All About OSHA, April 1976, pp. 3-9.)

Small Business. rr -loyers m th no more than ten

employees are exempted from most OSHA recordkeeping

requirements. Congress in the Fiscal 1.980 Approp-

rations Act exempted from inspection employers with

ten or fewer employees in. industries with three-digit
Standard Industrial Classification injury/illness Pate
of less than seven per 100 employees. However,

exemption does not apoly to any employer within t
category which is engaged in activity involving very

substantial. occupati- -al hazards. It is inappLic_

to situations involvg employee
danger, health hazards, accidents resulting in a
fatality or hospitalization, or discrimination complaints.

It does not apply to requested consultation, technical
assistance, educational and t:,aining services, or

surveys and studies.

Getting an SBA Lorin. Loans small bus zesses rahich
would suffer substantial economii.: in complying

with OSHA standards are available the Small Busineso

A4eninist.-ztion. The Act provides for Small Business
Administry:ion loans to help employers come into
compliance ,-,th the standards of federal OSHA and

approved plan states. From the Act's inception in 1971

through March 1977, the S: made 164 Separate OSHA
compliance loans totalling _..der $43 million. These

oars ranged from individual amounts of $4,500 to $2.4

million.

In Z975, OSHA published a booklet (SBA Loans for OSHA
Compliance, OSHA Programs and Policy See' -`-es 2005)

providing basic -.:nformation to the small business
employer on how to apply for an SBA 015qA compliance

loan.

(CCH OSHA Complianca G» ,l- 1977, p. 1013.)
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Affir-ative Action

WHAT ABOUT i,r the years, legislarion dealing with affirmative

AFFIRMATIVE action has come a long way.

ACTION? The carly l.J:sTafi,n
and oraricymcnt diocrim:nzton was s,;ed

7nd 2,cr'tz. Tior, ft r,-)t

:hat the significant laws Li-r, ted.

maj3r piece of legislation san the Egua7
63 which required ail -IpZo,.ers sub,L2r to

?2:r Labor Standards 4c to srsi ide ua7 1077 f

znd women performing 5 i7777 l2r 71Pk. I). 1=164

-:ight,,s Act was passed, and one o: it major
Z077- s

of race, color, religion, sex, or national origin in
al1 employment practices, including hiring, firing,
promotion, compensation and other LCPMS, privileg2e
and conditions of employment. The next major statute
was the Age n-tiitoonE loment Act 21
which prohibits employers of 25 or more persons ''rem
discriminating against persons 40 to 65 in ae-, area
of employment because of ago.

In 1972, the Luof Emr,7e7ment Op ortba Act, which
amended the Civil Rights Act of 1964, wzo passed.
This act grea Ty stF5T-JY75,'ne2 Thrs and expanded
the jurisdis ion of the Lqual E:LIE1=122E2LL7jitzi
Commission (EECC) in enforcement of tins law. 40

amended, Title VII now covers (1) all private employers
of 15 or man- persons, (2) all publi000d private
educational institYtions, (,3) state and local govern

ments, (4) public and private employment agencies,
(5) labor unions ':th 15 or more merr'oers, and (6)

Joint labor-management olmmittees for a.

7J t10Z7- 07. (Journal of Small Business Nanauement,
1977, p. 1.)

Below, in outline form, arc a set bat c steps you the

small business owner, can follow to develop an affirmative

actiln proF;ram:

I. Issue a written equal emplovment policy and an affirma-

tive action commitment
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Assign responsibility and authority to someone in

the firm to direct aid implement your program.

3. Publicize your policy and affirmative4t-

ment.

A. ,711: to managers, supervisors all

employees, and unions.

B. Externally to sources and potential source

of recruitment, potential minority and female

applicants, n those whom vou do business,

and to the community at large.

4. If you have an existing business, survey pre

minority and female employment by department and job

classification. Determine extent of minority/female

employment.

Develop goals any timetables to improve utilization of

minorities, males, and females in each area where

underutilization has been identified.

6. Develop and implemelt specific programs to achieve

goals. Thip is the heart of your program. Review yOur

entire employment system to identify barriers to equal

employment opportunity, and make needed changes to in-

crease employment and advancer-!nt opporrunit

Establish a system to monitor and evaluate the program's

progress. (Adapted from the Journal of Small usin

Maps even , 1977. pp. 3-4.)
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Minimum rage Lays

New minimum wage increases approves Congress ar signed

into law by President Carter are estimated to cost busiuesses

$23.5 billion.

small businesses are against this law. Some belie

J.ease leaves them with few choices. They muste wace

on the inct_ se to the cons or

-b the loss themsel;es.

rs, rid f employees. or ab-

Most small businesses will probably

use a combination of 1 three methods to cope with t"

qui regents .

Provisions of the new minimum wage law are to:

- Raise le minimum wage from $2.30 to $2.65 on

January 1, 1978. The minimum wage is to increase ho

$2.90 on January 1, 1979, 10 on January 1, 1980.

and $3.35 on Januar , 1981.

Obligate employers to pay ,her base salaries

to workers who earn tips by reducing the size of "tip

credit" (the practice of permitting employers to offset

earnings aga portion of the minimum wage).

The reduction goes from 50% to 45% in 1979, and to

40% in 1980.
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- Increase the small iness exemption limits

which apply to most retail and service businesses

from $250,000 in annual sales to $275,000 on July 1,

1978, to $325,000 on July 1, 1050, and to ',362,600

on December 31, 1981.

- Permit employers ce st.ednts

part-time jobs at 85% of the minimum wage.
(Adapted from National Federation of Inde endent
Business Mandate, December 1977, p. 1.)

rograms

WHAT ABOUT Human resource legislatiou varies from state to state.

STATE PROGRAMS? State employee relations or human resource departments are

responsible for enforcing labor and industrial safety laws

These agencies era also responsible for enforcing state

minimum wage requirements. Look to your local telephone

directory for help in locating the state agency that can

provide services and information you need.

WHAT ABOUT

TAXES?

TAXES

For many small busine,,-2s, 'taxes" is a scare word. Some

small entrepreneurs are frightened by the paperwork and n1,e

records they are required to keep. You will not ready co

start your business, however, until you 11.i: become generally

f amiliar with the kinds of taxes you must pay and tax laws

and regulations concerning your particular uusiness.

Your business will be subject to federal, state, and,

local axes Among the federal taxes for which you may be
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WHAT ARE THE

ROLE- OF

IT nnir n

Government Rezulatio
.d Small Business

liable are soc_al security:- taxes red by You as empl

and your empl ,6), excise taxes, and federal -1%come tax.

From your employe wages you must deduct thei

©f survivor's, and medical insLranoe

taxes. Also, You must withhold an amount from their wages for

PaY:7

re 'red, star? and local income taxes.

bus

Most states acid some local governments require that

-2,5 pay on C _ income n opertv and wages .

Be sure to know what your obliga ion _, and follow procedures

for fulfilling them.

Fu7,11Lagyax

As the owner/manager of a small business, you play two

roles in managing taxes. In one role, you are a debtor. In

ENTREPRENEUR the other role, you are an agent. In the ole of debtor, you

IN FAYIN6:

TAXES?

are liable for various -axes and pay them as part of your

business obligations. the role of agent, you collect various

es and pass the funds on to the appropriate governmental

agency.

WHAT 171FO,VIATIO:i Info ion R

IS REQUIRE Before hiring any employee, should go to the local

offiL, of the Director of Int, --al Revenue Service (IRS) for

informatim about your federal tgations. An excellent



WHAT ABOUT

WITHHOLDING

TAXES?
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booklet obtain from the IRS office is Tax Guides fo

Business. Also, contact the appropriate government agencies

for additional information.

One of the first items you must obtain as an employer

is an Employer Identification Number. This number is

quired on all employment and business tax returns. By filing

an application with the Internal Revenue Service, you can

obtain your number. Be sure to request from the IRS office

a set of tax information materials entitled, "Mr. Businessman's

Kit." This kit includes tax information that will be very

useful to you in operating your business.

A copy of the SBA Small Marketer's Aid No. 144, Getting

the Facts for Income Tax Re o in ill also be useful to you

as you review your tax responsibilities.

Withholds Taxes

Incomes Taxes. As an employer, you are resr, for

withholding federal income tax from each employee's wages.

You are then responsible for sending these withholdings to

the government periodically.

Whenever you hire an employee, you must be sure he/she

prepares a form W-4 "Employees Withholding Allowance Certifi-

"-On-this-fort, theemployee informs you Of the numbercry

of exemptions to be claimed. This form gives you, the em-

ployer, the opportunity to withhold income tax in accordance

with the withholding tables distributed by the Internal Revenue

Service. The manual, Employer's Tax Guide, prepared by
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HOW ARE'

TAXES taxes withheld? Remitting the funds involves two steps:

REMITTED? - Reporting the income and Social Security taxes

that you withheld

- Depositing the withheld funds.

Tax return form 941 is used to report the withholdings.

This form is prepared for each calendar quarter and is due on

the close of the quarter - April 30, July 31, October 31, and

January 31.

To deposit the withheld funds, prepare form 501 (Federal

Tax Deposits, Withheld Income and FICA Taxes). This form and

a check for the amount due should be sent to the Federal

Part II, Unit D
Government Regulations
and Small Business

the IRS, includes tables that tell you how much you must

deduct: (withhold) from the employee's salary.

Be sure each employee's W-4 is up-to-date, and the

exemptions he or she wants to claim are correct. It is nor-

mally good practice at the beginning of each year to ask Your

employees to prepare a new W-4.

Social Security Taxes. Employers must also withhold

Social Security taxes. You, the employer, must match the

employees' contribution by paying at. amount equal to that

withheld from their salaries.

If you decide to use Social Security for your own re-

tirement, you will need to pay the tax yourself.

Remitting Taxes

How do entrepreneurs remit the income and Social Securi
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Reserve Bank which services your area or to a Commercial Bank

that is authorized to accept tax deposits.

some cases, taxes must be remitted before the form is

ed. The dates on which the taxes are due depend on the

situation. The summary below gives the rules outlined in

Circular E, EnLifaxGuide, issued in 1977

SUMMARY OF DEPOSIT RULES FOR WITHHELD
INCOME TAX AND SOCIAL SECURITY TAXES

DEPOSIT RULE

If at the end of a quarter
the total undeposited taxes
are less than MO:

If at the end of a quarter
the total undeposited taxes
are $200 or more:

If at the end of any month
(except the 1st month of a
quarter), cumulative unde-
posited taxes for the
quarter are $200 or more,
but less than $2,000:

4. If at the end of any
quarter-morAldT period,
cumulative undeposited
taxes for the quarter
are $2,000 or more:

(Circular E, Employer's Tax Guide, Internal
Publication 15.)

DEPOSIT DUE

No deposit required. Pay

balance directly to the
Internal Revenue Service
with your quarterly return,
or make a deposit if you
prefer.

On or before last day of
next month. If $2,000 or
more, see rule 4.

Within 15 days after end of
month. (For the first 2
months of the quarter no
deposit is required if you
previously made a deposit
for a quarter-monthly period
that occurred during the
month under the ,$2,000 rule

in item 4, below).

Within 3 baaking days
after the quarter-monthly
period ends.

Revenue Service



ARE BUSINESS

OWNERS OBLIGATED

FOR UNEMPLOY

MENT TAXES?

HOW CAN YOU

OBTAIN LEGAL

ADVICE?

Part ,- Unic ll
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Unemployment Taxes

If your businesa paid $1,500 or more in any calendar

quarter to employees, or you had one or more employees work

some part of a day in each of twenty or more calendar weeks,

you are liable for federal unemployment tax. Employees do n

contribute to this tax. The employer pays full amount

of federal. unemployment taxes due.

The basic rate is 3.2% of the first $4,000 of taxable

wages received by each employee, although most employers pay

less. However, the federal government gives you cred

any unemployment taxes which v,ti pay to your state government.

GETTING LEGAL ADVICE

From time to time, every entrepreneur needs legal advice.

Today's businesses exist in a complex society. In this era

of massive technological advancements and numerous government

rules and regulations, advice from-an attorney is often needed

by the small business owner. Selection of the 1 r or the

law firm should be based on the capability and potential use-

fulness to you and your firm

The following business activit

advice and counsel of an attorney:
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1. If a business is incorporated, the entrepreneur

may need advice about directors' and stockholders'

meetings, dividends, rights of stockholders, etc.

2. Relationships with employees may require legal

services in labor negotiations, proceedings before

the National Labor Relations Board and other boards

of arbitration, and all other matters involving

industrial relatims.

3. The entrepreneur may need advice about antitrust

violations by suppliers or about Robinson-Patman

Act questions in sales to customers.

4. The company may encounter difficulties in its

relations with the public--such as collection

claims and claims for personal injury, property

damage, and product liability. Somewhat less

frequent are claims for libel, slander, defamation,

false arrest, and malicious prosecution.

5. The legalities of taxation -- federal, state, and

local often need interpretation to owners

business concerns.

6. There are other highly specialized fields of

legal advice such as patent, copyright and trade-

mark, Security and Exchange Commission financing,

and practice before governmental agencies such as

the Interstate Commerce Commission.
(Adapted from Sele_LLirlg a ti2= for Your Business,

1962, pp. 66-73)
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PREPARATION /ADAPTATION ACTIVITIES

Are you able to apply these government rules and regu-

lations to your business aspirations? Are you now more

knovledgeable about the various rules and regulations and

taxes with which your business will need to comply? The

following activities sl uld help you check your knowledge

about government regulations and small business.

ASSESSMENT ONE

1. Itemize your federal, state, and local tax

responsibilities. Make a chart showing

when payments due, what amount qch will

be, and to whom payments are made,

2. Assume your business is in operation, and

you have two employees. This is the first

quarter your firm has been in existence.

Assume one employee earned $542.50 gross

for the quarter and the other earned

$692.00 for same period. Obtain a copy

df Circular E, Eaplpy2EMIide from

your IRS office and compute the fedkA_al Loco

and Social Security taxes. Also complete

form 941.
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Complete a report which documents procedures for

your firm to comply with the various federal and

state laws affecting employer-employee relations

under the Occupational Safety and Health Act of

1970, and under the various employment practice

as established by the Federal Civil Rights Act

of 1964. You may want to use the following report

format to complete the assignment:

Federal Legislation
Primary

Requirements

Policy
Statements
Complying

With
Primary

Requirements

I.

II.

OSHA

Employment
Practices

B.
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4. Based on your personal experience, write a

three page paper explaining this statement:

"Although rules and regulations are often

perceived as burdensome by the small business

owner, they really are of primary advantage

to the same o er. " Your response should iden

tify exact acts and examples.

5. Locate a small business person who operates a

business similar to the one you would like to

operate. Ask the following questions concern-

ing the future of government rules and regula-

tions and small business:

(a) Will there be more or less regulation?

(b) Will different regulations exist?

Will self-monitoring of business

practices by trade associations

become more or less acceptable?

(d) Will future paperwork and tight

rnment con Lu. s cause many

business owners to give up and go

out of business?

t..iill government regulations

help small businesses in the future?
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POSTASSESSMENT

1. List and briefly explain each state law you expect to

be required to follow in your business.

2, In outline iorip identify the steps and procedures you

must follow as a business owner in withholding, and

transmitting federal income taxes,

Name four federal agencies and briefly describe their

functions,

Describe in detail the Magnusen-Moss "Truth-in- arrant es

Act" (1975). Distinguish between implied and expressed

warranties.

5. Describe in detail a Human Resource Program for

your firm making sure you in elude all the required

rules and regulations.

Compare your answers to your responses to the preassessment

You May want to check your postassessment answers with your

SELF-EVALUATION

How well did you know the info: at. n needed to do the

activities?

Very well

Fairly well

A little

Be hOnest with yourself. If you feel you don't know

the material well enough, IL might be helpful to

review this section before going
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ANNOTATED L ST OF RULES AND REGULATIONS

There are many government rules and regulations that

may apply to your business. Below is an annotated list

and overview of some that might be important to you. Go

through the list and identify those with which you are

familiar. Use the checklist that follows to check those

on which you will need more information. Additional

information may be obtained from a government agency,

attorney, accountant, or a trade association.

PERSONNEL RULES AND REGULATIONS

Fair Labor Standards Act. The Act contains regula-

tions about minimum wage, maximum hours, overtime

pay, record keeping, and child labor. For more

information contact your state Department of Labor,

Office of Wage and Hour, and the Wage and Hour

Public Contracts Division, U.S. Department of Labor.

Worker's Co;- ensation. An employer is required to

(1) provide a safe place to work, hire competent

employees, (3) provide safe tools, and (4) warn em-

ployees of an existing danger. The employer who does

not do this is liable for damage suits. State law

determines the level or type of benefits payable

an injured worker. Rates for compensation vary
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according to the hazardous rating of the occupation.

For more information contact your state Bureau of

Worker's Compensation.

Equal Employment Opportunity Act. The Act

prohibits discrimination because of race, color,

religion, age, handicap, sex, or national origin

in all employment practices. The Act covers specific

types and sizes of businesses. For example, all p

vate employers of fifteen or more persons are covered

by the Act. For more information contact your federal,

state, or regional Equal Employment Opportunity

Commission,

Unemployment Compensation. State regulations define

what types of firms or organizations are covered

and are required to pay contributions for unem-

ployment comoensation. Coverage depends on the

amount and type of employment as defined by law.

For more information contact your state Bureau

of Employment Service.

Employee Retirement Income Security Act. This Act

deals with three different types of pension or profit-

sharing plans; welfare, pension, and profit-sharing.

For more infor tion contact the Internal Revenue

Service.
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This At

separate payroll calculation to finance

medical care for people 65 ears and older This

law provides for income to be paid zo ao employee

upon retirement at the leg l retirement age. For

more information contact the Social Securit\. Ad '-istrat-

ANTITRUST RULES AND REGULATIONS

The Sherman Antitrust Act. This Act prohibits

"contracts, combinations and conspiracies in restrai

of trade" and prohibits "monopolization or atte7pt

monopolize" in any product line or geographical area

of coffimerce.

Ih_Q__clyton Act. This Act prohibits mergers

and acquisitions which may lead to subs

nt

ntially less

competition. "Exclusive dealing" arrangements are also

covered if they contribute to lessened competition.

The Robinson-Pat-an Act This Act attempts to

prevent discrimination as to price or service tc the

trade. For instance, sellers are restricted from dis-

criminating in price between buyers.

Resale Price Maintenance Laws (also called "Fair Trade.

Laws "). Most of these laws are no longer in existence.
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FEDERAL FOOD AND DRUG RULES AND REGULATIONS

The Federal Trade Commission Act. This Act permits

states to pass laws allowing producers and distribu-

tors to fix the price of branded or labeled merchan-

dise. It generally prohibits unfair methods of com-

petition. For more information contact the Food and

Drug Administration, 5600 Fishers Lane, Rockville,

Maryland .20852.-

Federal Food D' and Cosmetic Act. Acts to

-regulate foods, drugs, cosmetics and medical devices.

fairPackuirigLLahtnuAst. Enforces packaging

and labeling as it applies to foods, drugs, and

cosmetics, and medical devices.

CREDIT RULES AND REGULATIONS
F'

'onsumer Credit Protection Act. (Contains Truth-

in-Lending.) This Act regulates consumer credit

transactions. In addition to Truth-in-Lending,

the Act.also applies to credit advertising, wage

garnishments, and extortionate credit transactions.

For more information on the latter three, contact

the Board of Governor& of the Federal Reserve

Systems, Washington, D.C. 20551. The Federal

Trade Commission (FTC) has been given responsibility

for enforcing Truth-in-Lending. For -more information
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on -Tr- =in- Lending contact the FTC, Washington,

D.C. 20580 oi'coltact the Board of Governors.

TA121fs211.1ortunity_Act. This Act prohibits

credit discrimination on the basis of race, color,

religion, national origin, sex, marital status,

handicap, or age, providing a person is able to

enter into a binding contract. This also provides

that credit information can be included in the

. _

name of both the husband and the wife. Contact

your nearest federal or state Equal Employment

Opportunity Commission for information.

SAFETY RULES AND REGULATIONS

Occu nal Safet and Health Act. This Act deals

with very specific safety regulations that employers

must observe. If you have eight or more employees,

you will need to fill but certain forms. Occupa-

tional Health and Safety Administration (OSHA)

officials may also come to inspect your business

place. For more information contact your nearest

OSHA office.

Child Protection & Toy Safety Act.'

Consumer Products Safet Act.
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WARRANTY ANTI TRADEMARK RULES ANTI REGULATIONS

Lanham Trademark Ac_t. This Act prohibts the use of

the same trademarks by two or more companies in the

nation. The trademark or name must be registered

with the government.

MA nusen-Moss Warrant - Federal Trade Commission

Improvement Act. In conjunction with the. Federal

Trade Commission, this Act\does not require that

manufacturers offer warranties, but sets standards

for manufacturers who do offer full warranties and

limited warranties'

ENVIRONMENTAL RULES AND REGULATIONS

The small business owner will need to be aware of

regulations affecting solid waste disposal, air,

and water pollution regillatiOns, For more informa-

tion,contact the appropriate office of your state

Environmental Protection Agen0r,

TAXES

Income Taxes. Income taxes are paid on an employee'

and employer's gross income. The amount of federal

income tax an entrepreneur pays depends on the income

of the firm.. The type.of business structure - -sole

proprietorship, partnership, or corporation, as well

as any other income, exemptions, and personal dedu Lions
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(nonbusiness deductions) all determine the amount

.federal income tax a business owner pays.

Withhold Inco e Taxes. Employees make federal

Inc- m6 tax payments each payday through the employer.

The employer "withholds" these taxes and passes these

payments onto the government at state intervals of

time. If employees are hired, the employer has the

employee signa form W-4 "Employees Withholding Allow-

ance Certiicate " On the form the employee lists the

exemptions and additional withholding allowances

claimed.. This completed form gives the employer the

authority to withhold income tax according to the

withholding tables issued by the Internal Revenue

Service (IRS). At the end of the year, the employer

provides each. person employed by him or her during the

previous yea2 with a W-2 form listing total wages and

taxes deducted for the entire year.

Social Securit Taxes. Taxes paid by the employee and

matched by the employer for receipt of Social Security

benefits by employee. Business owners wishing to have

Social Security retirement must pay the tax for them-

selves.
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UnethRlpyment Taxea. firms are liable for federal un-

employment taxes if the owner paid wages of $1,500 or

more in any calendar quarter or had one or more em-

ployees working at least sow?, portion of one day during

twenty or more calendar weeks. The twenty weeks do not

have to be consecutive. Federal unemployment tax is

paid by the employer and not deducted from the employee's

wages. Federal unemployment tax must be paid on or

before each January 31 for the preceding year.

State and Local Taxes. Stet4 taxes vary from state o

state. The three major types of state taxes are unem-

ployment taxes, income taxes, and sales taxes. Many

local governments also have income and saleS taxes.

It is essential to know what taxes--and how-much--

an entrepreneur is required to pay by both' state and

local governments.
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CHECKLIST

PERSONNEL RULES AND REGULATIONS

Fair Labor Standards Act

Worker's Compensation

Equal Employment Opportunity Act

Unemployment Compensation-

Employee Retirement Income Security Act

Federal social Security Act

ANTITRUST RULES AND REGULATIONS

Sherman Antitrust Act

Clayton Act

Bebinson-Patman A.

Redale Price Maintnauce Laws

FEDERATE FOOD AND DRUG RULES AND REGULATIONS

Federal Trade Commission Act

lad,!cal Food, Drug, and Cosmetic Act

Fa'Lr Packaging and Labeling Act

ES REGULAT-f.INS

1_ irodit Protection Act

Crefl' 3..cctiuity Act

SATFTY_ LES

tonal Safety and Health Act

FrotectiOn.and Toy Safety Act

Consumer Products Safety Act

99

4



Part II, Unit D
Government Regulations
and Small Business

Ty AND T RULES AID REGULATIONS

Lanham Trademark Act

Magnusen-Mpss Warranty - Federal Trade Commis-

slop Improvement Ac::

ENVIRONMENTAL RULES AND REGULATIONS

TAXES

Feder). Standards

State!Standards

Income Taxes

Withholding Income Taxes

Social, Security Taxes

Unemployment Taxes

State Taxes

Local ,Taxes
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s Teaching/Learning Objectives (identical to the Teaching/

Learning Objectives found in the PACE unit)

Teaching/Learning Delivery Suggestions

Pre /postassessmtnt Suggested Responses

This information is geared towards the three levels of learning, and is designed

for use as a supplemental teaching aid. Additional instructions for using PACE,

sources of information, and an annotated glossary can be found in the PACE

Resayrce Guide.



PRE /POSTASSESSMENT
SUGGESTED RESPONSES

EXPOSURE

1. Responses should note purpose, persons benefiting from and effectiveness of regulations.

2. i business license or permit is an authorization or a formal permission to operate a
buqiness. Pharmacies, real estate brokerages, barbers, beauty salons, building contractors,
and CPA accounting firms are often licensed.

Federal Legislation Classification

Employee Protection

Law

Occupational Safety and Health Act
Fair Labor Standards Act
Equal Employment Opportunity Act
Federal Social Security Act
National Labor Relations Act

Competition Protection The Sherman Antitrust Act
The Clayton Act
Robinson-Patman Act
The Lanham Trademark Act

-Consumer Protection The Equal Credit Opportunity Act
The Fair Credit Billing Act
The Consumer Credit Protection Act
The Credit Reporting Act
Federal Food and Drug and Cosmetic Act
Fair Packaging and Labeling Act
Textile Fiber Products Identification Act

4. Most entrepreneurs are required to pay Social Security taxes and corporate or individual
income tax.

5. State and local taxes may include: gross receipts and sales taxes, business real estate and
personal property taxes, capital stock taxes, business automobile and truck licenses,
inspection taxes.

EXPLORATION

Five areas in which legal problems may develop include (a) contracts and agreements,
(b) zoning, (c) verbal agreements, (d) insurance contracts, and (e) mergers. Many more
areas are listed in the unit.

2. The Federal Communications Commission (FCC) licenses radio and television station
operators. The Civil Aeronautics Board (CAB) licenses airlines and private aircraft pilots.



The Sherman Act was created to prevent businesses from restraining trade and
monopolozing markets. The Clayton Act prohibits price discrimination, exclusive
agreements, and acquisition of the stock of another company when the effect would
tend to lessen competition or create a monopoly. The Robinson-Patman Act prohibits
price discrimination among different purchasers of commodities of like grade and
quality if the effectf uch discrim'

114040114444Ito creamonopo y.

4. Retailers who sell consumer products priced above $15 and who offer warranties
must comply with the Magnusen-Moss Warranty Act. These retailers must (a) tell what
the warranty covers, (b) tell what the warranty does not cover, (c) tell what the
warrantor will do should the product fail, and (d) provide step-by-step instructions to
the purchaser to get the warranty honored.

5. The business owner assumes the roles of tax debtor and tax agent.

PR EPA R ATI ON/ADAPTATION

1. Responses should reflect an understanding of the different types of government ules
and regulations and their effect on the small bu 'ness venture.

2. 'Outline should note steps that should be followed when the small business owner
assumes tax agent role.

(a) The Federal Trade CommisSion (FTC) is an administrative body of experts that
determines and prohibits unfair methods of competition, (b) The Food and Drug
Administration (FDA) is responsible for regulating all foods, except red meats, poultry,
and eggs. All coloring ingredients in cosmetics must be proven safe by the manufacturers
and certified by the FDA. In addition, the FDA must approve the effectiveness of
medicines sold in the U.S., (c) The Occupational Safety and Health Administration
(OSHA) administers the Occupational Safety and Health Act, (d) The Equal Employ-
ment Opportunity Commission (EEOC) enforces laws designed to promote equal
employment opportunity.

4. The Magnusen-Moss "Truth-in-Warranties" Act (1975) is designed to "improve the
adequacy of information available to.the consumer, prevent deception, and improve
competition in the Marketing of consumer products." An implied warranty is based on
common Icw and merely warrants that to product will perform the function it was
designed to perform. Expressed warranties are normally written expressions of the post-
purchase responsibilities of both the buyer and the seller.

The program should include provisions for and methods of documenting compliance
with OSHA regulations and EEOC requirements.



The PACEseries consists of these parts and units.

PART I: GETTING READY TO BECOME AN ENTREPRENEUR

Unit A: Nature of Small Business

Unit B: Are You an Entrepreneur?

Unit C: How to Succeed and How to Fail

PART II: BECOMING AN ENTREPRENEUR

Unit A: Developing the Business Plan

Unit B: Where to Locate the Business

Unit C: Legal Issues and Small Business

Unit D: Government Regulations and Small Business

Unit E: Choosing the Type of Nnership

Unit F: How to Finance tne Business

Unit C: Resources for Managerial Assistance

PART III: BEING AN ENTREPRENEUR

Unit A: -Managing the Business

Unit B: Financial Management

Unit C: Keeping the Business Records

Unit D: Marketing Management

Unit E: Successful Selling

Unit F: Managing Human Resources

`Unit G: unity Relations

Unit H: Business Protection

RESOURCE GUIDE


